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NATIONAL AFFAIRS, POLICY 


MODERATE ECONOMIC GROWTH URGED 
Beijing JINGJI RIBAO in Chinese 30 Dec 86 p 1 


[Article by Yang Qingwen [2799 1987 2429] and Shi Xichuan [0670 5045 0278]: 
"Strive for Moderate Economic Growth While Improving Economic Returns; 
Economic Review of 1986, Part 4"] 


[Text] Surveying the economic situation in 1986, we have already shaken off 
the difficult-to-sustain excessive rate of growth in the national econmmy and 
are tending to grow steadily, and the conditions of industrial and 
agricultural production have improved. This has provided a definite 
enviroment and foundation for maintaining a moderate rate of economic growth 
next year; 1987 is a crucial year for the Seventh 5-Year Plan, and the key to 
whether the stable growth begun this year can be maintained next year lies in 
taking control of agriculture, industry, and capital construction. 


The focus of agricultural reform is adjusting profits, expanding the depth and 
breadth of production. This year 10 million tons more grain was produced than 
last year, pyr Ags reducing the area sown in cash crops and expanding the 
area sow! ages Ay This means that Chim's grain production is still 
unstable. Agriculture is the foundation ot the economy, and grain is the 
foundation of that foundation; we must first firmly establish this attitude 
and never take it lightly. We mst fully realize that agricultural production 
has now gone from growing by great strides over the last several years to 
gradual growth now. Second, in the last few years state investment in 
agriculture has declined and the conditions of agricultural production have 
been somewhat weakened. According to statistics, the country's irrigated land 
area has declined by 13 million m. Third, with too many people for the arable 
land available, and high unit yields, it is very difficult to further increase 
production. Fourth, because of such factors as the industries serving 
agriculture having low profits or even suffering losses, and excessive imports 
at times, in the last few years the development in China of chemical 
fertilizers, farm chemicals, and farm machinery has been slow or even cut 
back. 


In order to promote sustained, overall development of agricultural prceduction, 
we must continue to perfect our agricultural reforms, make further policy 
adjustments, and mobilize enthusiasm. Next year the state will provide the 
appropriate material, technical and financial inputs for agriculture. In order 








to perfect the system of contractually set quotas for grain purchase, the 
state has decided to take such measures as making suitable adjustments in the 
assigned grain purchase quotas; increasing linked materials supplied at par, 
so that for every 50 kg of grain sold a corresponding 3 kg of chemical 
fertilizer will be supplied, and for 1.5 kg of diesel oil, 20 percent of the 
advance-purchase amount will be paid; grain left over after the contractual 
purchase quotas are met (slightly more than 50 percent of commodity grain) may 
be sold freely on the market at negotiated prices, amd so on. Close attention 
must now be paid to three items. First, the economic leadership in all areas, 
particularly county-level units, must focus their energy on agriculture. 
Second, local govermments must invest greater material and financial resources 
in agriculture. Third, effective measures must be taken to encourage the 
peasants to invest more and develop their fieid infrastructure. 


The basic problem in industry is raising economic results. This year a number 
of key indicators of industry's economic results dropped somewhat in 
comparison with the same period last year, which may have some negative impact 
on next year's production. Improving industry's economic results also requires 
emphasizing the invigoration of i1rge and medium-size enterprises. There are 
two aspects to the state's needing to create the conditions for invigorating 
enterprises: creating conditions under which enterprises can develop 
horizontal relationships, and creating conditions under which enterprises have 
the .-ight to operate freely. The basic reason for poor economic returns lies 
not in the ownership system but in the mode of operation. How to take 
advantage of operating authority after ownership is separated will be the main 
issue for next year's economic work. In addition, enterprises must be managed 
according to their plans and the entrepreneurs' goals for their term of 
office. Within the enterprise, an enterprise operations responsibility system 
must be implemented. If industry's economic results are to be improved while 
operating authority is decentralized, greater emphasis must b: placed on 
products for which there are markets; benefits must be souyht through 
improvement in quality, and increased production must be sought through the 
conservation of energy and raw materials. Close attention must be paid to 
markets, with timely analy~is of all information, proper forecasting, and 
emphasis on readjusting product mix. Commercial circulation must be 
invigorated and sales channels expanded; goods stored in warehouses must be 
marketed and funds occupancy by finished products reduced. The most basic 
means of achieving this is through reform, to further strengthen enterprises 
and mobilize thn enthusiasm, initiative and creativity of staff, workers, and 
enterprises. The systen of distribution within enterprises must be perfected, 
the external environment for enterprise development must be improved, and so 
on, so that there will be a new rise in the economic results of industrial 
enterprises. 


The scale of capital construction must be maintained at the 1985 level. To 
prevent continued expansion of the scale of investment, controls must be 
continued next year, with a vigorous readjustment of the investment structure, 
strict controls on new project startups, and reform of the investment systen. 
In terms of the practical experience of economic life in China over the last 
few years, the expansion of investment in fixed assets has been most often 
created by unbudgeted bursts of capital construction. Therefore, controlling 
the scale of investment and bringing it into line with national capacity 





should be made a long-term task, ome resolutely carried out, with control over 
both budgeted and unbudgeted investment and over the scale of all social 
investment. Capital construction and technical reorganization should be 
deployed according to their seriousness and urgency and our capacity for then. 
It must also be made clear that for a relatively long time to come the focus 
of investment in fixed assets must be conscientiously shifted to technical 
reorganization projects; these projects must be primarily intensive to promote 
technological progress. 


While adhering to reform and striving for a basic balance between total social 
demand and supply, we must adopt effective measures, gradually increase the 
reserve strength of agriculture, vigorously improve the economic returns of 
industry, and continue strict control over the scale of investment in fix2 
assets. If we car solve these major problems, China's economy will certairJly 
take a new turn towards more coordinated, healthy growth. 


13322 
CSO: 4006/278 














PROVINCIAL AFFAIRS 


BEIJING REVIEW REPORTS ON SELF-SERVICE MARKETS 
0W291022 Beijing XINHUA in English 07.5 GMT 29 Mar 87 


{Text} Beijing, 29 Mar (XINHUA)--The fate of China's self-service markets, 
which resemble western supermarkets, bit are often big money losers bere, is 
now under discussion. Self-service markets first appeared in Beijing in 
September 1982. Since then, 150 such markets have been set up throughout 
China. 


Although some are earning profits, many are running losses, according to the 
latest issue of the English-language weekly BEIJING REVIEW. 


According to statistics, five out of nine supermarkets in south China's 
Guangzhou City have already closed, as have two of Tianjin's five. 


Zhao Jun, director of the first department of Beijing's Sec md Commercial 
Bureau, admits that 13 of 34 markets unde: his bureau in th.\s capital city 
are running at a loss. 


The weekly reported that the cost of operating self-service markets is about 
3 percent higher than for ordinary stores. Most of the self-service markets 
have expensive equipment such as refrigerators to prevent food spoilage. 
These expenses cut into profits and have even resulted in losses. 


The recent closing of the Haidian selt -service market, Beijing's oldest, has 
raised questions about whether such markets can survive and prosper. 


To help them survive, Zhao suggested that the government give the self-service 
markets more preferential treatment, such as tax reductions or exempticns. 


But, Huang Chengxian, 30-year-old general manager of the Jinghua self-service 
market in Beijing's west-“ city district, said he would like to see the 
markets given more autonomy. 


"My feeling is that we are under too many administrative departments. A 
popular joke is that we have too many ‘mothers-in-law'. I think one is 
enough,” Huang said who failed to point out that most administrators he 
deals with are male. 











Huang’'s market, opened in 1984, ha. continuously earned profits since 1985 
after suffering losses during the f ‘rst four months of operation. 


Between 7,000 and 8,000 customers visit the Jinghua market daily. “My 
market is noted for its large variety of commodities, “Huang Chengxian said. 


A survey conducted last year showed Jinghua customers agreed that self- 
service markets could offer more convenient shopping. 


Huang said that self-service markets could isgrove their operations 
by choosing the right locations, ensuring prope: supplies of commodities that 
suit the needs of customers in the immediate neighborhood and forming market 
chains so that they can profit from cooperative purchasing and marketing. 


"This would make them more competitive, for they could previde better service 
tv consumers by offering high-quality goods at lower prices," he stated. 


He agreed that losing markets should be shut down, but he said, “closing 
does not mean that self-service markets do not suit Chinese conditions and 
have no future in China.” 


/9738 
CSO: 4020/150 








FOREIGN TRADE, INVESTMENT 


BENEFITS OF GATT MEMBERSHIP TO CHINA'S FOREIGN TRADE 


Beijing GUOJI MAOYI [INTERTRADE] in Chinese No 11, 1986 November 1986 pp 12- 
14, 57 


(Article by Feng Zishu [7458 1311 5771]: "Using Basic Principles of GATT to 
Serve China's Foreign Trade; Analysis of Treatment To Be Gained by 
Restoring China's GATT Signatory Status") 


[Text] On 11 July of this year, China presented a request to GATT General 
Secretary Dunkel to restore China's status as a signatory to that agreement. 
After restoration of signatory status, China will be able to gain certain 
types of preferential treatment from GATT, but it may also carry with it some 
drawbacks. Given the four basic principles of GATT, and in view of the 
experience and lessons of developing countries and countries with centrally 
planned economies in using GATT provisions, the present article examines how 
China can flexibly utilize those provisions to obtain the greatest obtainable 
benefits and reduce as much as possible any drawbacks. 


I. Using the Principle of Nondiscrimination To Obtain Most Favored Nation 
Treatment ani National Treatment for Chinese Fxports 


After its status as a GATT signatory is restored, China will be able to obtain 
most favored nation treatment from other signatories, based on Article 1, in 
the following areas: (1) customs duties and fees charged on imports and 
exports or on the international transfer of payments reluting to imported or 
exported goods; (2) methods of collection of the aforementioned customs 
duties and fees;- (3) regulations and procedures relating to imports and 
exports; (4) domestic tariffs and regulations relating to the sale, purchase, 
and transport of imported goods, etc. 


Although China already has bilateral trade agreements with most of the GATT 
signatory countries, and has obtained from them preferential treatment such as 
most favored nation treatment, participation in GATT will make these bilateral 
trade relations more stable and less susceptible to the risk of unilateral 
suspension. At the same time, bilateral trade agreements have time limits, 
whereas treatment as a most favored nation under GATT does not. Merely by 
becoming a GATT member, a country automatically achieves this preferential 
treatment. Moreover, participation in GATT will make it possible to avoid the 
bother of negotiating many bilateral trade agreements. Treatment as a most 














favored nation under GATT will enable China to enjoy the concessions on 
customs duties and other preferential treatment arrived at after seven rounds 
of GATT negotiations. These stable, preferential tariff rates make it easy for 
China's exports to get into the international market and to be competitive, 
and are beneficial in expanding exports. 


In accordance with the requirements of Article 3 of GATT, when China's exports 
enter the markets of other signatories, China can attempt to get national 
treatment on domestic tariffs on imports and on other domestic fees and 
regulations relating to sale and transport, in order to assure that there is 
no discrimination against Chinese exports when they are 30ld in the importing 
country's markets. 


II. Using the Principle of Tariff Protection To Resist Nontariff Barriers 
Against Chinese Exports 


1. Resisting Improper Antidumping and Antisubsidy Measures 


Because of the depression in Western economies, trade protectionism is growing 
worse every day; in the face of some low-cost, high-volume Chinese products 
that are competitive on the international market, some developed countries 
regularly use charges of dumping and subsidies as a pretext for applying 
antidumping and antisubsidy tariffs to Chinese products, unilaterally 
limiting imports. According to 1984 statistics from the UN 

Conference on Trade and Development, developed countries in GATT undertook 
antidumping and antisubsidy measures against China 18 times from 1979 to 
1982. This included nine instances of levying tariffs against China, only five 
of which China got overturned, and four of which were settled privately. After 
China joins GATT, when a signatory accuses China of dumping or of subsidies, 
it cannot unilaterally make a ruling based on its discriminatory domestic 
antidumping and antisubsidy laws, as it could before China joined; rather, 
it must handle the matter according to GATT provisions relating to dumping and 
subsidies. Article 6 of GATT sets specific provisions for levying antidumping 
and antisubsidy tariffs. For example, when a signatory country accuses China 
of dumping or subsidies, China should require the other party to produce 
substantial data and materials proving that dumping or subsidies exist (under 
what conditions, to what extent) and their causal relationship to any major 
injuries or threats produced. China should also require that the specialized 
GATT body (the antidumping committee) settle the matter according to 
procedure. 


2. Resisting Discriminatory Quantitative Limitations on Chinese Exports 


The European Economic Community and other signatories have restrictions on the 
quantities of some Chinese exports. After China's GATT signatory status is 
restored, the EEC will either have to eliminate these restrictions on quantity 
or apply the same type of restrictions to the same products of other 
signatories, according to Articles 11 and 13. China should demand that the EEC 
comply with the provisions of Articles 11 and 13 and apply quantitative 
limitations without discriminating. 











III. Using the Principle of Flexibility and Practicality To Serve China's 
Foreign Trade Policy 


1. Applying or Retaining Quantitative Limitations 


China currently regulates import and export trade primarily by such means as 
import-export permits, quotas, etc. There are certain quantitative limitations 
on some imports. After China joins GATT, these should be gradually eliminated, 
as required by the agreement. However, if these limitations are eliminated, 
the developed signatory countries will take advantage of that to increase 
their exports to China, which will not be beneficial to the development of 
domestic industry in China. As a developing country, China may retain or apply 
quantitative limitations, according to the relevant provisions of Article 18. 


2. Demanding the Generalized System of Preference from the United States 


Except for the United States, the Western, developed countries in GATT now 
basically accord China the generalized system of preference. The main reason 
the United States has not granted this to China is that China is not a GATT 
member. After China's signatory status is restored, the United States can be 
required in the spirit of the authorizing clause to grant treatment under the 
generalized system of preference, which will have a positive effect on 
expanding China's exports. 


3. Adopting Emergency Measures for Some Imports 


Article 19 of GATT stipulates that, in special circumstances, when there is a 
sharp increase in the quantity of certain exports which causes severe injury 
or constitutes a severe threat to the competition of producers in the 
importing country, the importing country may apply import restrictions on 
these products, partially or completely suspending its commitment regarding 
tariff concessions. However, this requires that the measures taken and the 
reasons for them be discussed with and explained to the concerned exporting 
country. If the affected exporting country is unable to reach an agreement 
with the importing country taking the emergency safeguard measures, GATT 
allows this exporting country to suspend its commitment to general reciprocity 
regarding trade with theo importing country having taken the restrictive 
safeguard measures. 


Article 19 is often cited among GATT members. According to statistics, as of 
March 1974, 13 Gatt and EEC signatories cited Article 19 more than 60 times. 
China can make use of it to restrict imports of some products. However, in 
citing the article attention should be paid to the following: First, to 
provide statistical data, such as the quantitative increase. Quantitative 
increases result because there is no way to foresee the effects of growth in 
imports and tariff concessions (or increased imports); quantitative increases 
lead to severe injury in the domestic production of the same products, or 
constitute a threat of severe injury. Second, to explain the scope and time 
limits of the actions taken, and that their purpose is to prevent or remedy 
the injury. Third, to consult and to act. Before action is taken, written 











notice should be given to all signatories, and the interested signatories must 
be consulted. In emergency situations, consultations may be held after action 
is taken. 


4. Termination of Commitment to GATT 


Article 23 of GATT stipulates that when a signatory loses or suffers injury to 
the benefits it enjoys under GATT the membership may authorize this signatory 
to suspend its tariff concessions to the reievant signatories. Article 25 
Paragraph 5 provides that, under special circumstances, and with the consent 
of a majority of the membership expressed by ballot, the membership may 
terminate any commitments a signatory bears under GATT. Article 25 Paragraph 5 
is widely used by the signatories, especially by some developing countries. 
For example, when it experiences an adverse international balance of payments, 
it may levy a supplemental tariff in addition to its customs duties. 


5. Using the "Grandfather Clause" 


The GATT interim protocol on application contains a "current legislation 
clause" that is commonly called a "grandfatuer clause," to wit: “Application 
of the second part of the General Agreement to the maximum extent possible 
without violating current legislation." 


The “current” in “current legislation," for those countries signing the 
"Interim Protocol on Application," refers to 30 October 1947. For other 
countries, it refers to the date on which they joined GATT. As for the meaning 
of “current legislation," GATT holds that as a technical term or as an 
expression of intent such legislation must be mandatory in nature; i.e., 
administrative authorities may not adopt any administrative measures to amend 
or change that legislation. 


"Grandfather clause” implies that, even if a country joining GATT has certain 
domestic legislation that does not conform to GATT requirements, it need only 
receive approval from other signatories to avoid being bound by GATT and to 
continue implementing this domestic legislation. For example, when a country 
joins GATT, it may retain the domestic legislation already promulgated as of 
the date of its admission in such areas as free transit, customs appraisal, 
and announcement and implementation of trade regulations. Both developed and 
developing signatory countries have used this grandfather clause, implementing 
to a greater or lesser extent domestic legislation that conflicts with GATT. 


IV. Using the Principle of Consultation and Mediation To Resolve Trade 
Disputes 


GATT basically contains four procedures for consultation and mediation. 


(1) Article 22 Paragraph 1, Consultation Procedure. Article 22 Paragraph 1 
provides: "When one signatory makes a demand of another in any matter 
affecting implementation of GATT, the other signatory should consider it 
sympathetically and should provide a suitable opportunity for compensation." 











If the two parties are reasonably satisfied with the results of their 
consultation, the matter is considered resolved, and GATT need not be notified 
of the nature of the consultation. 


(2) Article 23, Paragraph 2, Consultation Procedure. If the consultation 
procedure in Article 22 Paragraph 1 does not achieve satisfactory results, or 
when the interests of one signatory are being lost or injured due to the 
effects of measures taken by another signatory or because it is unable to 
fulfill certain commitments, this country may present a written appeal to the 
Board of Directors of GATT. Depending on the circumstances, the Board of 
Directors turns the issue over to a working group or team of experts for 
investigation and issues its decision according to the conclusion of the 
inquiry or the recommendation of the group. If both sides accept the decision, 
the matter is resolved. Should one side not accept it, GATT either requests 
the group to make further adjustments or authorizes the injured country to 
take retaliatory measures against the country that should be fulfilling its 
commitment. 


(3) Special consultation procedure applied when the plaintiff is an 
underdeveloped country: According to 1966 GATT stipulations regarding the 
consultation procedure in Article 23, if the consultation procedure in Article 
22 Paragraph 1 does not yield satisfactory results, an underdeveloped country 
may ask the General Secretary of GATT to mediate personally; the General 
Secretery may then consult with the chairman of the assembly of member states 
and with the chairman of the board of directors. In settling the matter, the 
membership should consider the effects of the measures sought on the trade of 
the underdeveloped country, as well as on its economy. If the method of 
resolution proposed by the investigating group is not implemented, the 
membership should consider what further suitable actions might be taken. 


(4) Special consultation procedure applied to the agreements from the Tokyo 
round of talks: the agreements or rules reached at the Tokyo round of talks 
contain special clauses that spell out in detail the procedures for 
consultation and settling disputes. However, these procedures are applicable 
only to those countries that signed these agreements or rules. 


Practical experience with GATT has shown that the consultation procedure in 
Article 23 Paragraph 2 is seldom used; Article 22 Paragraph 1 is nearly always 
used. Given China's actual conditions, we should use Article 22 Paragraph 1 
and the special consultation procedure appliei to underdeveloped countries. In 
making use of these procedures, we should pay attention to the following: 


1. Composition and Selection of the Team of Experts 


The team of experts is generally composed of three to five people appointed 
by the chairman of the GATT board of directors with the consent of the parties 
to the trade dispute. The team conducts its inquiry within the limits of the 
authority conferred by the board and finally issues its conclusion, 
recommending a settlement to the board. The recommendation of the team of 
_ experts is authoritative. Generally speaking, the board makes its decisions in 
accordance with these recommendations. At the recommendation of GATT 
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economists, a permanent, nongovernmental expert body may be set up within the 
secretariat. Thus, when the members of the team of experts are selected, China 
should make every effort to nominate experts favorable to China or neutral. 


2. Fighting for Personal Mediation by the General Secretary 


Personal intervention by the General Seéretary of GATT to mediate and consult 
in the early stages of a trade dispute will facilitate resolving the dispute. 
When trade disputes arise between China and the other signatories, every 
effort should be made to get the General Secretary to mediate personnally. For 
example, in November 1971 Italy applied discriminatory restrictions on 
chemical fertilizers exported from Eastern Europe. Poland held that this 
violated Italy's obiigations under GATT and that it would create losses in one 
of Poland's most profitable exports, nitrogenous fertilizer. Poland estimated 
this loss at $1 million in the course of a year. Poland and Italy 

held informal consultations but reached no agreement. Before the formal 
consultations according to Article 22 Paragraph 1, Poland asked the GATT 
Secretariat to hold discussions. The General Secretary at that time, Olivier 
Long, held discussions with the Italian government in response to this request 
by Poland. He emphasized the secretariat's view of the dispute and held that 
Poland's appeal was well founded. Through the General Secretary's mediation, 
the Italian Government decided to remove the discriminatory restrictions on 
Poland. 





3. Fully Exploiting the Usefulness of China's Gatt Delegation 


China's delegation to GATT is in direct contact with the representatives of 
the other signatories; it is thoroughly familiar with, and understands, the 
various delegates, and it is able to obtain the most recent information. It is 
extremely useful for selecting the members of teams of experts and for getting 
the General Secretary to mediate personally. The delegation should 
continuously provide timely information to China, and make recommendations to 
serve as reference when decisions are made. 


If China wishes to obtain preferential treatment under GATT, it must draw 
support from the state in addition to skillfully taking advantage of GATT 
clauses as described above. This requires proper execution of the fol*owing 
items: 


1.Continuing with Reform of the Domestic Economic System 

In reforming the foreign trade system, greater autonomy must be given to 
enterprises. Tariffs, exchange rates and other key economic levers must be 
used to regulate import and export trade. 


2. Faster Completion of Domestic Legislation 


Since 1979, the Standing Committee of the National People's Congress, the 
State Council, the various ministries and committees and the SEZ's have 
promulgated nearly 100 laws, rules, and regulations involving foreign trade 
and economic relations. This includes primarily: (1) legal provisions 
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regarding Chinese-foreign joint ventures; (2) legal provisions regarding 
taxation of foreigners; (3) legal provisions regarding intellectual property; 
(4) local rules and regulations regarding SEZ's and open cities. These laws, 
rules, and regulations have had an extremely important effect on promoting 
China's opening to the outside; however, China's rules and regulations 
regarding foreign economic relations are still incomplete. For example, 
customs laws, foreign trade laws, and corporate laws still need to be 
formulated. Formulating these lawg, rules, and regulations as quickly as 
possible will lay the foundation for China's joining GATT and taking advantage 
of the grandfather clause. 


Therefore, China should draft these laws as quickly as possible; otherwise, if 
it attempts to draft these laws after joining GATT, it will be constrained by 
GATT's regulations. Furthermore, attention should be paid to the content and 
wording of the laws and regulations promulgated so as to avoid their being 
used by other signatories to force disadvantageous conditions on China. This 
is because these documents will be carefully scrutinized by GATT when China 
joins. 


3. Pushing the Export Commodity Mix Toward Industrial Products 


Under GATT, tariff reductions are greatest for finished industrial products. 
Countries whose exports are primarily industrial products reap the greatest 
advantage from GATT. 


With regard to China's present export commodity mix, primary products account 
for 49.9 percent of total exports (1984). Even though these primary goods are 
China's trump in export commodities and have a great potential for 
development, if we are to realize the magnificent goal of developing foreign 
trade we must also develop exports of technology-intensive and knowledge- 
intensive industrial manufactured goods and increase the proportion of exports 
of such goods. During the Seventh 5-Year Plan, the composition of China's 
export commodities must also undergo two changes. 


After the export commodity mix has been chz.iged, it will be possible to obtain 
preferential treatment from GATT and expand exports; in addition, reduction of 
the price scissors in international trade in China's exports of industrial 
manufactured goods and primary products will be beneficial in improving the 
state of China's foreign trade. 
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FOREIGN TRADE, INVESTMENT 


FOREIGN TRADE HORIZONS EXPAND IN 1986 
Beijing BAN YUE TAN [SEMI-MONTHLY TALKS] in Chinese No 23, 10 Dec 86 pp 16-20 


[Article by the Economics Editorial Office of BAN YUE TAN: “Further Progress 
in Opening to the Outside; a Summary of 1986") 


(Text ] [Editor's Note]: As the end of the year approaches, people are given to 
reflecting: How has this year been? What was it like? What were the 


accomplishments? What are the problems? 


In this issue, BAN YUE TAN will begin presenting a summary of 1986 to provide 
readers with food for reflection. [End Editor's Note] 


In today's world, economic and technical relationships and cooperation between 
countries are growing ever closer. It is difficult to imagine a country 
wanting to close itself off from the international community, closing its 
doors to undertake modernization; it would not be successful. 


More than 7 years of practical experience since China established opening to 
the outside as its basic, long-term national policy have caused the pace of 
China's economic construction to grow faster every day. In 1986, this opening 
to the outside reached new heights, whether in terms of those regions that 
have been opened up, of the areas surrounding those regions, or of the results 
achieved. 


Opening to the Outside in Every Direction 


In the previous few years, China opened up primarily to the economically 
developed countries of the West; in the eastern coastal regions, an outward- 
opening fan was formed, comprised of four special economic zones, 14 open 
coastal cities, three open coastal regions, and the Hainan Island Economic 
Development Zone. The inland regions, however, opened up at a slower pace. In 
the last 2 years, China has implemented a policy of opening to the outside in 
every direction; that is, opening to the developed, capitalist countries and 
opening to the socialist and developing countries, to expand its economic and 
technical exchange and cooperation with all countries of the world. 
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At present, China's trade with the Soviet Union and the Eastern European 
socialist countries is increasing steadily. In addition to trade or the books 
between governments, the provinces and autonomous regions in the northeast and 
northwest that border on the Soviet Union have made use of the convenient 
water and land routes to reopen a number of traditional trade ports, where 
border trade with the Soviet Union is being developed. Chinese grain, light 
industrial and textile goods, and articles of everyday use are exchanged for 
the Soviet Union's lumber, rolled steel, chemical fertilizers, motor vehicles, 
and other goods in short supply in China. The Chinese and Soviet governments 
have determined that from 1986 to 1990 the volume of Sino-Soviet trade should 
reach 35 billion Swiss francs (approximately $20 billion). 


Following the principles of "mutual benefit, striving for efficiency, and 
diversified joint development," China has launched bilateral or multilateral 
economic and technical cooperation in several areas with developing Third 
World countries; as it provides these developing countries with practical 
technology and appropriate economic aid, it has also imported a number of 
practical technologies needed for China's economic construction. 


Substantive Improvement in the Open Environment 


The chief concern of foreign businessmen coming to China to invest in 
factories is whether they can expect to profit from their investment, and 
whether their legitimate rights and interests can be legally protected. In 
1979, the first year of its open door policy, China formulated and promulgated 
the first economic law reiating to foreign business: the Law on Chinese- 
Foreign Joint Ventures of the People's Republic of China. In 1982, Article 18 
of the new constitution also clearly stipulated: "Foreign enterprises and 
other economic organizations or individuals shall be permitted to invest in 
China in accordance with the provisions of the laws of the People's Republic 
of China and to undertake all forms of economic cooperation with Chinese 
enterprises and other economic organizations;" it further stipulates: "Their 
legal rights and interests shall be protected by the laws of the People's 
Republic of China." China's is the only constitution in the world to clearly 
protect the rights and interests of foreign investors. 


Since 1979, China has promulgated more than 50 laws, rules and regulations 
affecting foreign economic dealings. In addition, the departments under the 
State Council and the concerned provinces and cities have also promulgated a 
whole series of regulations affecting foreign business activities as well as 
local rules and regulations on foreign economic dealings. The promulgation and 
implementation of these laws, rules, and regulations have begun to form a many 
tiered, multifaceted legal environment centering on the constitution and 
protecting the rights and interests of foreign businessmen. 


Substantial progress was made in 1986 in China's task of perfecting the 
foreign-investment environment. For a time in the past, some local governments 
and departments had, in their various capacities, been charging foreign 
businessmen high fees, which canceled out the preferential conditions set by 
the central government for joint ventures. For this reason, in July 1986 the 
State Council issued a notice requiring regions and departments to take 
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measures to end the phenomenon of “low taxes and high fees” and to further 
improve the environment for foreign-investment enterprises; it also 
specifically required each region to undertake a series of concrete actions 
aimed at easing the anxieties and problems of foreign businessmen investing in 
and operating enterprises. The Shekou Industrial District of Shenzhen 
undertook a major readjustment of the rates charged to foreign-investment 
enterprises, adjusting downward more than 50 rates by an average of more than 
20 percent each. 


On 11 October, the State Council also issued 22 provisions to encourage 
foreign investment, giving special, preferential treatment to foreign 
investment in exporting enterprises or advanced-technology enterprises in the 
areas of labor costs, land use fees, taxes, and so on, and positively 
supporting full autonomy for foreign-investment enterprises in accordance with 
the law; they were given a free hand in production operations within the scope 
of Chinese law and the approved contracts; they may run their plants as they 
would in other countries or regions, adopting such advanced, scientific 
management methods as are beneficial in improving enterprise productivity and 
economic returns. It also stipulated that when foreign businessmen investing 
in exporting enterprises or advanced-technology enterprises remit the profits 
they have earned out of the country they shall be exempt from income tax on 
the amounts remitted. After the State Council's 22 provisions were published, 
the confidence of foreign businessmen investing in China was greatly 
increased, and it was well received by world opinion. One Western diplomat 
stationed in China stated that the new investment regulations took a great 
step forward and greatly improved the investment environment. Tang Pi-Ai-Er 
(0781 4122 1002 1422), the general manager of a joint venture run by General 
Motors said that these regulations are aimed in the right direction and are a 
good beginning; he asserted that China has a profound understanding of the 
problems that foreign investors have repeatedly come up against. 


Foreign Investment Enters a New Stage 


China has now formed a fan-shaped open belt from north to south. This open 
belt and the inland provinces are enthusiastically launching foreign economic 
cooperation and bringing in and utilizing foreign investment in accordance 
with their own circumstances. From July 1979 to the end of July this year, the 
number of Chinese-foreign joint and cooperative ventures and enterprises 
operated by foreign capital alone rose to over 7,000; two-thirds of these are 
already in production or operation. 


Foreign businessmen from nearly 40 countries and regions have now come to 
China to invest and run plants; the area of their investments has moved from 
the coasts inland, and the range of investment covers virtually every 
industrial sector. Investment has expanded from industries in light industry, 
textiles, and tourism that involve low investment, short cycles, and fast 
results to include industries, such as metallurgy, machinery, electronics, 
energy, communications, and chemicals, that involve greater investment and a 
longer cycle. Some of these are large-scale or technologically advanced 
projects, such as the Guangdong Nuclear Power Station, the Pingshuo Open-Pit 
Coal Mine in Shanxi, Dazhong Motors of Shanghai, the boilers for the Beijing 
power station, etc. Investment by foreign businessmen in these large-scale 
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production projects demonstrates their confidence in investing in China. 


Overall, the foreign-investment enterprises are doing quite well. The Shenzhen 
SEZ has set up 800 enterprises, using the approach of foreign investment and 
cooperation with the interior. The products from some of these enterprises are 
getting into the international market. The total value of the Shenzhen SEZ's 
exports from January through July of this year reached 1,193,000,000 yuan, 
accounting for 40 percent of its industrial output value. Tianjin has signed 
contracts for more than 170 Chinese-foreign joint ventures with foreign 
businessmen from 13 countries and regions; the total investment amounts to 
nearly $600 million; the joint ventures already open had earnings of more than 
$38 million in the first 8 months of this year, generating more than $15 
million in foreign exchange and a surplus in the foreign-exchange balance. 


Although China's use of foreign investment is gratifying, some problems 
remain. Some departments engage in such bureaucratic attitudes as shifting 
responsibility to other departments and quibbling over trifles, completely 
enervating foreign businessmen. Certain specific problems of foreign 
investment enterprises, such as the foreign-exchange balance and supplies of 
raw materials, urgently need to be resolved. The concerned leading departments 
of the State Council are now studying solutions. 


Continued Development of Foreign Trade 


China's foreign trade achieved new growth this year. According to statistics 
from the General Administration of Customs, in the first 10 months of this 
year the total value of China's imports and exports was $58,149,000,000; the 
increase in exports far exceeded the increase in imports. 


There were major fluctuations in the international economic situation this 
year; the price of oil fell sharply, the dollar was devalued, the yen rose 
Significantly, and protectionism flourished, all factors detrimental to 
China's exporting to generate foreign exchange. 


However, as opportunities on the international market favorable to Chinese 
exports were seized in time, and because ample concern was shown by all levels 
of government from central to local, good results were achieved this year in 
exporting to generate foreign exchange. Except for oil, there was a 
substantial increase over last year in the foreign exchange generated by other 
commodities. There were great increases in the exports of such commodities as 
@rain, oils and foodstuffs, light industrial and textile goods, handicrafts, 
native produce and livestock, electromechanical equipment, etc. In spring and 
fall this year, exports from the Guangzhou Trade Fair achieved very 
satisfactory results, with increases of 26.74 and 33.17 percent in the fair's 
volume of export business over the same period last year. This year's fall 
business volume set a record for the fair. 


Commodity importing also proceeded quite smoothly this year. Because timely 
adjustments were made in the mix of import commodities, there were fairly 
large increases in imports of raw materials and advanced, practical technology 
and equipment urgently needed for China's economic construction. Larger 
quantities of new technology, complete sets of equipment, rolled steel, raw 
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materials for the chemical industry and instruments and meters were imported, 
while there was a clear drop in the volumes of households appliances, chemical 
fertilizers and farm chemicals imported. 


The great problem facing China's exporting to generate foreign exchange is 
that there has not been a major change in the export commodity mix; the 
commodities exported are still mairly primary industrial manufactured goods, 
raw-material-type commodities, and agricultural products. High-grade 
industrial manufactured goods and electromechanical products account for a 
small percentage. However, prices of high-grade industrial manufactured goods 
and electromechanical products on the internationai market have risen 
steadily, whereas the prices of primary industrial manufactured goods and raw- 
material-type products are weak and slipping, and prices for farm products are 
hovering at low levels. Another problem is the poor quality of the commodities 
exported; the quality problems of many goods stem from poor management rather 
than from technical factors. Improving the mix of China's export commodities, 
increasing the percentage of high-grade industrial manufactured goods and 
electromechanical products, and improving product quality are matters that 
cannot be put off. 


We are confident that, as we improve and perfect our work, the opening to the 
outside will improve as well, and this will necessarily promote China's 
economic construction. 
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FOREIGN TRADE, INVESTMENT 


SHANDONG OFFERS FAVORABLE TERMS FOr. FOREIGN INVESTORS 





Beijing GOUJI MAOYI [INTERTRADE] in Chinese No 12, 1986 pp 40-42 


[Article by Zhang Fuzeng [1728 4395 1073]: “Shandong Offers Favorable Terms 
for Investors To Speed up the Pace for Utilizing Foreign Capital") 


[Text] Since the adoption by China of the open door policy, Shandong, like 
the rest of the nation, has been in the process of transition from the closed 
to the open type of economy. In the course of the momentous structural chang- 
es that have taken place in the national economy, the province has greatly 
speeded up the pace of its economic construction, widened its economic rela- 
tions with various countries in the world and continued *o develop its inter- 
national trade. The vitality of its economy has enabled the province to enter 
upon an extremely dynamic and completely new and creative phase of development. 


By making use of its foreign capital, Shandong has in recent years achieved 
lightning progress in the import of technologies. From the time of the adop- 
tion of the open door policy in 1979 to the end of September 1986, the province, 
aside from making use of foreign capital amounting to $1.78 billion in the 
construction of 11 key projects according to the unified plan of the state, 
has, by using such means as the establishment of joint ventures, projects of 
cooperation with foreign countries, compensation trade, renting and leasing, 
the importation of materials for processing, and the solicitation of credit 
loans from buyers and loans from international banking organizations, signed 
477 contracts and agreements with foreign countries amounting to $335 million, 
of which $163 million has actually been put to use. The province has also 
achieved considerable economic progress by concluding over 1,000 transactions 
for the importation of foreign technologies and equimment amounting to over 
$600 million in renovating over 500 enterprises. 


In the past few years, Shandong has made use of foreign capital mostly for im- 
porting materials for processing and engaging in processing, installation, and 
assembly according to specifications. Most of the foreign investment enter- 
prises came to be developed after 1984. By the middle of October 1986, the 
province has issued certificates of approval to 61 foreign investment enter- 
prises, of which 51 were jointly owned and operated and 10 were joint coopera- 
tive enterprises; the total amount of investment came to $175 million; the 
registered Chinese and foreign capital amounted to $114 million, while foreign 
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investment came to $58 million, or 51 percent of the registered capital. Most 
of these enterprises are located in such cities and regions as Qingdao, Yantai, 
Jinan, Weifang, Zibo, Jining, and Linyi. Most of the foreign investors are 
from from Japan, the United States, Singapore, Finland, Indonesia, New Zealand, 
Hong Kong, and Macao. 


In making use of foreign capital to establish foreign investment enterprises, 
we have from start to finish adopted as our guiding thought “the utilization 
of foreign capital to import advanced technologies to promote the economic 
development of the province and to raise its standard of production techniques 
and operational management." In going about our work, we attach, first of all, 
importance to strengthening macrocontrol, setting the direction for the util- 
ization of foreign capital, engaging in productive projects that serve to 
develop the natural resources of the province, and putting a limit on the de- 
velopment of nonproductive projects. Of the 61 foreign investment enterprises, 
46, or 75.4 percent of the total, are industrial enterprises. Second, we have 
insisted on importing items of an advanced and practical nature in addition 

to certain software technologies. The cost for importing software technolo- 
gies by the province accecunts for over 20 percent of its total imports. Third, 
attention is being directed toward the multichannel development of economic 
and technical cooperative relations, the alteration of the policy of paying 
exclusive attention to such countries as Japan in the Asian region and the 
rapid development of economic and technical cooperation with the Western Euro- 
pean countries. Fourth, instead of merely seeking to increase our productive 
capacity, we have placed emphasis on improving the quality and increasing the 
variety of our products, the upgrading and updating of our products and the 
achievement of economic effectiveness. Fifth, efforts are being made to in- 
crease the amount of exports to achieve a foreign exchange balance so as to 
create favorable conditions for the establishment of foreign investment enter- 
prises. A majority of the 25 jointly owned and operated enterprises that have 
begun operations have been able to achieve a balance in foreign exchange in- 
comes and expenditures and some have even shown profi‘cs. 


Our province has made a good start and accumulated considerable experience in 
making use of foreign capital for importing techiwologies. Thus, it is in a 
favorable position to speed up the technical reform and to improve the manage- 
ment of the operations of its enterprises, to upgrade the quality and increase 
the variety of its products, to enlarge the amount of its exports, and to speed 
up the training of its personnel. As a result, it has been able to break up 
its rigidly sealed type of economy and to take a large forward step toward the 
establishemtn of a vigorous and open economy. 


The Seventh 5-Year Plan represents a crucial period for laying a foundation 
for reviving the economy of the province and for Shandong to engage in the 
struggle “to bring wealth to the people and prosperity to the province." Dur- 
ing this period, we shall, on the basis of the principle of depending on self- 
reliance and making use of the best that the world has to offer to promote 
technical progress and to vivify the economy of Shandong, seek to engage in 

a flexible manner in a wider range of diversified projects of economic and 
technical cooperation with all the countries and regions in the world on the 
basis of equality and reciprocity. In the utilization of foreign capital, 
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emphasis is to be placed on the development of enterprises engaged in export 
production and those possessed of advanced technologies, the speeding up of 
energy production, the construction of such basic facilities as communications 
and harbors and making better use of foreign capital to import technologies on 
a wider scale. As to the method of utilizing foreign capital, positive ef- 
forts will be made to invite direct investment by foreign businessmen and, in 
addition to consolidating and developing jointly owned and operated enterprises, 
to establish some enterprises svlely owned by foreign businessmen. Efforts 
will also be made to utilize to a larger extent long-term and low-interest 
loans from foreign governments or international banking organizations. By re- 
sorting to such methods as the establishment of jointly owned and operated 
enterprises and enterprises solely owned by foreign businessmen, engaging in 
compensation trade, the processing of imported materials, international rent- 
ing and leasing, and loans, the province will seek to absorb and to make more 
effective use of larger amounts of foreign capital and advanced technologies 
to reform a number of major industries, key enterprises, and enterprises en- 
gaged in export production. Efforts will also be made to develop the abundant 
petroleum resources in the Huang He delta, to engage more extensively in the 
processing of petrochemical products, to strengthen the construction of energy 
production and communications projects and to make greater efforts to develop 
and to make better overall use of coal resources; greater advantage is to be 
taken of the abundant agricultural, aquatic, and mineral resources of the pro- 
vince to establish bases for the processing of subsidiary agricultural, aqua- 
tic and marine products, and the construction materials industry; efforts will 
be made to speed up the establishment of Qingdao and Yantai as regions for 
economic and technical development; a drive is to be launched to upgrade the 
technical standard for industrial and agricultural production in the province 
and to speed up the process of “four modernizations" projects of construction. 


To that end, we must make positive efforts to improve the investment climate, 
to speed up the pace for putting foreign capital to good use and to create 
favorable conditions for the vigorous economic development of the province. 

In accordance with the provisions made by our country to encourage foreign in- 
vestment and in view of the actual circumstances prevailing in our province, 
we have adopted the following favorable policies and measures regarding in- 
vestment by foreign businessmen to establish enterprises in Shandong: 


1. Labor costs for Chinese staff workers are to be reduced for enterprises 
engaged in export producticn and enterprises possessed of advanced technolo- 
gies. Although the actual amount of pay for Chinese staff workers is to be 
set at 120 to 150 percent of that for staff workers engaged in similar indus- 
tries in the same locality, aside from paying or picking up the cost of labor 
insurance, welfare funds, and housing subsidies for Chinese staff workers, 
such enterprises are to be exempted from the payment of various subsidies 
normally paid to workers by the state. The funds set aside for the payment 
of housing subsidies are to be kept by the enterprises and used for solving 
the housing problems of their own staff workers. 


20 








2. The usage fee for the site of enterprises engaged in export production 
and enterprises possessed of advanced technologies is to be set at the annual 
rate of 5 to 20 yuan per square meter in regions where the overall charge in- 
cludes the development and usage fees; the usage fee is to be set at the max- 
imum of 3 yuan per square meter in regions where a single development fee is 
paid and where the site is developed by the enterprises themselves. With the 
approval of the people's governments and the administrative offices where 
they are located, such enterprises may be exempted from the payment of usage 
fees for 5 years. Those enterprises whose export value exceeds their produc- 
tion value by 60 percent in any given year may be exempted from the payment of 
usage fees for 5 years. The various regions may also extend the exemption 
period if warranted by actual circumstances. Extra charges are made only for 
actual additional construction costs of the basic facilities incurred by for- 
eign investment enterprises. 


3. Water, electricity, gas, heat, transportation, and communication facilities 
needed for production operations are to be made available to enterprises en- 
gaged in export production and those possessed of advanced technologies on a 
priority basis at the same cost paid by state enterprises in the same locali- 
ties. Materials needed by the above-mentioned enterprises in their production 
operations are to be supplied by the province on a priority basis and at a 
reasonable cost. Should there be a shortage of supplies, the enterprises are 
to be permitted to import such materials. 


4. After the expiration of the term for the reduction and exemption of taxes 
provided for enterprises engaged in export production by the state, such enter- 
prises are to pay half the income taxes according to the existing rate when 

the value of their export products exceeds 70 percent of the value of their 
products in any given year. A 10-percent income tax reduction is to be made 
for enterprises engaged in export production in economic and technical develop- 
ment zones if they meet the above-mentioned conditions. These enterprises are 
also to be exempted from the payment of local income taxes for a period of 7 
years. 


5. At the expiration of the term for the reduction of and exemption from the 
payment of income taxes granted technically advanced enterprises by the state, 
such enterprises may be permitted to pay 50 percent of their income taxes for 
an additional period of 3 years. They are also to be exempted from the payment 
of local income taxes for 8 years from the year they first started operations 
and made profits. 


6. When remitting their profits abroad, foreign investors of export production 
enterprises and enterprises possessed of advanced technologies are to be ex- 
empted from the payment of income taxes on the amount remitted. 


7. If foreign investors reinvest the profits of their enterprises to establish 
and expand their export production enterprises or technically advanced enter- 
prises in China and if the period of operation is no less than 5 years, the 
entire amount of their income taxes and local income taxes already paid out of 
the amount used for reinvestment is to be refunded when application is made 

to and approved by the tax departments. If the investment is terminated in 
less than 5 years, the investor is required to pay back the income tax and 
local income tax which have been withheld. 
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8. Aside from crude oil, refined oil and other products for which other pro- 
visions have been made by the state, the foreign investment enterprises en- 
gaged in export production are to be exempted from the payment of the unified 
industrial and commercial tax. 


9. If, instead of remitting the profits of their enterprises abroad, the for- 
eign investors make use of the profits to purchase products of our province, 
such products are to be made available to them at the same price and of the 
same quality on a priority basis. The investors are to be exempted from the 
payment of the unified industrial and commercial tax when such products are 
exported. 


10. A comprehensive method of compensation may be adopted for foreign invest- 
ment enterprises, especially those engaged in energy production, communica- 
tions and harbor construction projects, to help solve their foreign exchange 
balance difficulties. With the approval of the authorities, foreign investors 
are to be permitted to use their profits in RMB to purchase and to export pro- 
ducts outside the export quota of the province and products left over after 
the procurement plan has been fulfilled. Such export products are to be ex- 
empted from the payment of the unified industrial and commercial tax. 


11. When difficulties are encountered by technically advanced enterprises in 
achieving a foreign exchange balance, the province and the city in which such 
enterprises are located may set aside a certain amount of foreign exchange to 
alleviate such difficulties. Foreign investment enterprises are to be per- 
mitted to accommodate each other in dealing with foreign exchange surpluses 

and shortages under the supervision of the foreign exchange control departments. 


12. Assurance is to be given that the projects of foreign investment enter- 
prises are to be regarded as key projects during the term of the contract. 
Engineering and construction costs are to be charged at the same rate for sim- 
ilar state enterprises in the province. 


13. The provision for the progressive decrease in depreciation of the remain- 
ing value of their fixed assets is to be applied to export production enter- 
prises and technically advanced enterprises. The amount of depreciation may 
be used for the repayment of loans for technical projects. The depreciation 
rates for the remaining value are 15 percent for buildings, 20 percent for 
mechanical equipment and 30 to 40 percent for the means of communication and 
electronic instruments and meters. When the remaining value drops to 10 per- 
cent ox the original value, a stop is to be put to the withdrawal of fixed- 
assets depreciation charges. 


14. On official business trips within the province, field workers of foreign 
investment enterprises are to be accorded the same treatment as domestic staff 
workers and are to be permitted to pay RMB for food and loging, transportation, 
and postal and telecommunication charges. Favorable treatment is to be ac- 
corded those enterprises and units with letters of introduction from foreign 
investment enterprises and those individuals with identification cards issued 
by joint enterprises. The above-mentioned expenses of those on official busi- 
ness trips outside the province are to be verified and paid by the enterprises 
according to their accounting regulations. 
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15. Assurance is to be given foreign investment enterprises of their right to 
exercise their autonomous powers according to the laws and regulations of the 
state. The enterprises are to have the right to draw up their development and 
production operation plans according to the contracts and in conformance with 
rules and regulations. They are to have the right to establish financial and 
operations management systems to suit their needs and to draw up a program for 
the distribution of their profits and a budget for their financial incomes and 
expenditures. They are to have the right to fix the prices of their products 
not under the control of the state. They are to have the right to fix the 
level and the form of wages paid to staff workers and to establish a system 
for the payment of subsidies, the giving of rewards and the meting out of pun- 
ishments. While they are to have the right to advertise for and to recruit 
job applicants and to discharge or dismiss staff workers, they are, however, 
required to submit a report to the local labor department for its records. 
They are to have the right to establish departments within the organization, 
to determine the structure of their staff workers and to appoint and to dis- 
miss senior operations management personnel. They are to have the right to 
refuse the payment of arbitrary fees and unreasonable charges. 


As further progress is.being made in the enforcement of our open door policy, 
our nation has issued many laws and regulations regarding the absorption and 
utilization of foreign capital. On the basis of these laws and regulations 
and in line with our policy and the actual circumstances prevailing in our 
province, we shall seek to create a better investment climate for investors 
in our province and to offer them even more favorable and convenient terms to 
better protect their legitimate rights. We wish to extend a warm welcome to 
the banking, economic, trade, scientific and technical, tourism, and legal 
circles and private groups and friends from all countries and regions in the 
world as well as overseas Chinese and compatriots from Hong Kong, Macao and 
Taiwan to visit Shandong as tourists, to discuss trade matters and to invest 
in the establishment of factories. On the basis of equality and reciprocity, 
we shall seek to further engage in bilateral projects of economic and techni- 
cal cooperation. 


9621 
CSO: 4006/308 
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RENMIN RIBAO ON PROPER USE OF FOREIGN LOANS 
HK191447 Beijing RENMIN RIBAO in Chinese 13 Mar 87 p 5 


[Article by Luo Jingfen (5012 4737 1164): "Improve the Economic Results in 
, Using Foreign Loans") 


[Text] Since the 3d Plenary Session of the 1lth CPC Central Committee, China 
has rapidly developed foreign trade and economic relations and has greatly 
increased the use of foreign loans. Most of the foreign loans have heen 
dfrectly used in priority construction projects and technological transforma- 
tion. In conjunction with domestic funds, these foreign loans have been 
directly used in more than 100 projects, most of them being energy, communi- 
cations, and projects for basic facilities. The completion and operation 

of these projects will play an important role in improving basic facilities 
and upgrading our technological level. 


However, in using foreign loans, we must pay attention to improving the 
economic results and maintaining a reasonable size. If the economic results 
are not good and the size is too big, the consequence may be more serious 
than domestic economic difficulties, such as a poor agricultural harvest and 
an imbalance in the national economy. 


When assessing whether a country's foreign debt size is reasonable, attention 
is usually paid to two marks: 1) Whether the country's foreign debt balance 
is higher than the country's foreign exchange income from exports the same 
year; 2) Whether the country's repayment of principal and interest in a year 
is higher than 20 percent of its foreign exchange income from the year's im- 
ports. Of course, the economic developmental level and foreign trade struc- 
ture of a country are different from those in another country. The above 

two marks are not the absolute criteria for assessing the reasonable size of 
a country's foreign debt. In particular, these two marks can only provide 
signals, and cannot play the role of mechanism in putting on the brake immed- 
jately. If the two marks are exceeded and a debt crisis appears, it is too 
late to adopt any measures. Therefore, we must pay close attention to changes 
in the two marks in our work. 


On the whole, China is still in the initial stage in using foreign capital. 
In the future it should uphold the policy of opening up to the outside world 
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and use more foreign capital. However, we must also see that along with the 
increasing use of foreign loans, the principal and interest repayment will 
also increase greatly. What merits our special attention is that in recent 
years unscheduled foreign loans increased greatly and their structure was not 
so reasonable, with a large proportion of commercial loans with high inter- 
est rates, short repayment terms, and high risk. Some departments and areas 
are unable to repay the matured commercial loans or even the interest. This 
problem merits our serious attention. We must repair the house before it 
rains. 


A developing country has to borrow money from foreign countries, but cannot 
borrow too much. Due to their underdeveloped economic and low technologi- 
cal level, developing countries need to use more foreign loans to promote 
economic development. But their weak economic strength and poor repayment 
ability restrict the size of their foreign debt. 


Then, how large should the foreign debt be? 


Obviously, foreign debt is in fact anticipatory expense of a country's na- 
tional income and will be repaid in foreign exchange sooner or later. Even 
if the foreign debt is a long-term low-interest loan, the problem of repay- 
ment still exists. Therefore, to maintain a reasonable size of foreign debt, 
we must first proceed from China's export ability, pay serious attention to 
whether we can establish a favorable foreign trade balance during the period 
of repayment, and strictly control the annual principal and interest repay- 
ment within the limit of the favorable balance we may attain. As seen from 
China's export situation, because elementary and textile products account 

for about three-fourths of China's total exports, it will be impossible to 
thoroughly change China's export structure in the near future. The demand for 
these products on the international market is not strong, and the demand for 
some products is becoming weak. In addition, China's production and tech- 
nological level is low and the quality of China's products is inferior, so 
China's foreign exchange income from exports has increased slowly. As seen 
from China's import, most imports are means of production urgently needed, 

of which more than 50 percent is raw materials. Some energy and raw material 
projects built with foreign funds cannot be put into operation a large 

scale in the near future. Our ability to produce some products to resit the 
import of similar foreign products and to curtail imports is very limited. 


Furthermore, China suffered from a continuous huge trade deficit in recent 
years, so the chances do not look good for turning trade deficit into a favor- 
able balance of trade and attaining a large, favorable balance of trade in 

the near future. Finally, China's limited foreign exchange reserves and 
buffer margin decide its limited size of foreign debt. If our foreign debt 
increases too rapidly, we might be bogged down in a predicament of borrowing 
new debts to repay old debts. This is very dangerous. 


The foreign debt size also hinges on whether we can properly use foreign 
loans. Several years ago, we borrowed a large amount of foreign funds to 
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develop projects of energy, communications, and other basic facilities, which 
were very necessary. But these can only make up insufficient domestic funds 
and cannot upgrade our repayment ability. In the future, the stress of using 
foreign loans should be laid on gradually guiding people to develop exports 
and to produce some major commodities that can replace foreign imports to 
upgrade our ability to expand exports, earn foreign exchange, save foreign 
exchange on imports, and pay off foreign debts. It is a dangerous habit to 
borrow foreign money, regardless of our repayment ability. The experiences 
of some developing countries prove that borrowing foreign money to offset 
financial deficits and foreign trade deficits and to maintain a balance in 
foreign trade will cause serious consequences, because using foreign loans 

to fill the gap in distribution of national income can temporarily ease con- 
tradictions in domestic economic development but cannot upgrade the country's 
ability to pay foreign exchange. When it is time to repay the debt, the 
country would certainly conduct a "negative distribution" of national income 
and would use a considerable part of the national income to repay the 
principal and interest of the foreign debt, thus jeopardizing the nation more 
seriously. Moreover, if we borrow too much foreign money to develop ordinary 
products to meet domestic needs, although the money is used in production and 
construction and the projects can produce good economic results, we will also 
have difficulty in repaying the foreign debt, because this cannot earn for- 
eign exchange and replace the use of foreign exchange and because foreign 
debts can'only be repaid in foreign exchange. 


The essential thing in borrowing foreign money is whether the money can be 
repaid on schedule. To repay borrowed money on schedule basically depends on 
the ability of the projects using foreign loans to earn foreign exchange and 
on the costs in terms of foreign exchange. In carrying out this work, we must 
establish the responsibility system of paying off debts and must avoid the 
practice of failing to seriously assess one's repayment ability when borrowing 
money and being unable to pay off the debt on expiry date and the practice 

of promising to make repayment when borrowing money but asking for the 
state's assistance in the end. Of all the construction projects now using 
foreign loans, only a low percentage of them can directly export their prod- 
ucts to earn foreign exchange. Whether some projects can export their products 
to earn foreign exchange after being put into operation remains a question, 
because in practical work many factors can affect a unit's ability to earn 
foreign exchange and pay off debts. Due to various reasons, such as failure 
to put the projects into operation on schedule; changing products to meet 
increasing new domestic needs; inferior quality of products and technology; 
lack of foreign exchange for importing necessary raw materials, components, 
and spare parts; and recession in the international market, the projects 
scheduled to export products and earn foreign exchange may also have diffi- 
culty in paying off the debts at maturity. Therefore, on this issue, it is 
better to think it difficult than to think it easy. To repay loans on sche- 
dule, we must not only work out a long-term plan for borrowing money, but 
must also formulate feasible measures to repay the money and regularly examine 
the implementation of repayment plan. At present, we are urgently required 

to continue to formulate and perfect plans of balance of international 
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payments; bring foreign exchange earned through trade and foreign exchange 
earned not through trade, money directly invested by foreign countries, and 
foreign loans into line with the unified plan; establish corresponding for- 
eign loan supervision and control system; and use internationally acknowl- 
edged statistical methods and supervision and control system to timely, 
accurately, and completely master the information of foreign exchange and for- 
eign debts of the whole country, thus providing the state with a reliable 
basis for making macroeconomic policy decisions and guiding foreign economic 
activities. 


In using loans, we must pay attention to improving the loan structure. We 
must do our best to arrange in a balanced way loans of different terms, 
maintain a reasonable structure of long- and short-term loans, avoid con- 
centration of one or two repayment time limits and the premature appearance 
of repayment peak times, and maintain relative stability of foreign debts. 

In addition, we must do our best to rationalize the currency structure of 
foreign debts, try to correspond the currency structure of foreign loans with 
the currency structure of foreign exchange earned through export, and upgrade 
China's ability to deal with emergencies on the international financial market, 
to avoid and reduce the risk that may result from changes in exchange rate 

of foreign currencies and the fluctuation of interest rate on the interna- 
tional market. Thus, if we suffer losses due to the emergence of risk, we 
can also make up part of the losses from the settlement of foreign exchange 
in import and export. 


/6662 
CSO: 4006/466 
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FOREIGN TRADE, INVESTMENT 


NINGXIA TIES WITH ISLAMIC COUNTRIES-—-Ningxia has made good progress in de- 
veloping economic and technological cooperation with Islamic countries. The 
Ningxia Islamic international economic and technological organization has 
been set up to effectively promote the region's policy of opening up to the 
world. By 1986, foreign investment in the region totalled 56.35 million 
yuan. The projects being operated with this investment have yielded notable 
economic results. The Ningxia Muslim Trust and Investment Company is the 
first such investment company in China to establish close ties with Islamic 
countries. A number of Arab and other countries have also accepted labor ser- 
vices and contract work carried out by Ningxia. One good example of this was 
a project built for the republic of Yemen. The leaders of these countries 
have had high praise for Ningxia's work in this respect. At present, Saudi 
Arabia, the United Arab Emirates, Egypt, Pakistan, and other countries are 
adopting methods such as running joint ventures with Ningxia. [Summary from 
poor reception] [Yinchuan Ningxia Regional Service in Mandarin 2300 GMT 

20 Mar 87 HK] /6662 
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ECONOMIC ZONES 


WAYS TO STIMULATE EXPORT-ORIENTED ENTERPRISES DISCUSSED 
Guangzhou KAIFANG [OPEN POLICY] in Chinese No 12, 1986 8 Dec 86 pp 21-22 


[Article by special correspondents Cheng Xiying [2052 1585 3841] and 
Wu Faxu [0702 3127 4872]: “How To Invigorate the Export-Oriented Enter- 
prises in the Coastal Open Cities") 


([Text] The key to developing an export-oriented economy in the coastal 
open cities lied in stimulating the keen interests of the export-oriented 


enterprises. 


The transition toward an export-oriented economy in the coastal open 

cities is a complicated process; much preparation is needed, for example, 
there are necessary reforms in the management system and adjustments in 

the product-mix; there is the need for comprehensive urban developments, 
infrastructure construction, horizcntal economic integration, training 

of advanced personnel, assimilation and digestion of modern advanced 
technologies, and so on. All these tasks, with the exception of overall 
city planning, coordination, and services, are dependent on the willing 
efforts of those enterprises engaging in export-oriented production and 
business, and the key lies in how to constantly stimulate these enterprises. 


To invigorate the export-oriented enterprises, we must create for them an 
open environment, and provide them with the necessary external factors: 
we must mobilize the enthusiasm of the existing export-oriented production 
and business enterprises, and try to interest enterp’ises currently 
engaged in domestic trades to produce export commodities, so that more 
enterprises will enter the international market, and that the economic 
structure of the coastal open cities can be increasingly export-oriented. 
Currently the purchase value of export commodities from the 14 coastal 
open cities is only 10.3 percent of the GUIA. To truly convert the 
coastal open cities’ economy into an export-oriented economy is a 
formidable task. 


Leading comrades at the State Council have pointed out repeatedly the 
need to provide joint ventures and foreign-owned enterprises with a 
“gicroclimate" beneficial to businesses and investments. We feel that 
we, too, must tackle this problem of "microclimate" for the many enter- 
prises producing export goods. These enterprises face an entirely 
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different market and different competitors than the producers of goods 
for domestic sale; although they are faced with the same lack of autonomy, 
excess burdens, high price of raw materials, and rising production costs 
as enterprises in general, producers of export goods are faced with an 
additional layer of problems. In restructuring the system, not only do 
we need general policies to stimulate the enterprises, but we also need 
special measures to preserve and stimulate their interest in producing 
export commodities, and only then can we attract more export-oriented 
enterprises, broaden the market, and quicken the pace of development. 


1. Improve Coordination and Linkage in Export Plans 


At present, we need to coordinate three areas of planning regarding the 
production of export commodities: the plan to earn foreign currencies 
through exports, the export commodities production plan, and the raw 
materials supply plan. By coordinating these plans, we strive to integrate 
the export-oriented enterprises; supply, production, sales, and foreign 
currency earning tasks into one unified plan. The departments in charge 
of foreign trade, materials, and enterprises, and the production enter- 
prises have the capability to overcome the inconsistencies and counter- 
productive contradictions in the mandatory export plan for creating 
foreign currencies, the export production guiding plan, and the dependence 
on the regulatory role of the market for the supply of essential raw 
materials. The plan to create foreign currencies through exports, and the 
raw material supply plan must be implemented concurrent)y with the export 
goods production plan at the enterprise level. Shortages resulting in 
the failure to guarantee the supply of raw materials to fulfill production 
plans may be supplemented by materials imported by the foreign trade 
department. In this way, we are creating a certain amount of external 
pressure on the export-oriented production enterprises, but we are 
providing the necessary factors to maintain‘their lasting interest in 
foreign trade. 


2. Vigorously Promote the Partnership Between Industry and Commerce 


Enterprises in foreign trade type business and producers of export 
commodities are equally export-oriented, each has its superior attributes. 
In order to make use of their superior attributes, and integrate more 
thoroughly their respective interests, we must continue to promote the 
partnership between industry and commerce in various forms and at various 
levels. The import-export companies operated by the production enterprise 
pools warrant further exploration through practice. At present the 
restructuring of the export system is incomplete with the industrial 
sector making a one-sided effort to handle their own export trade through 
their production enterprise pools. As reported by some plant managers 

in the textile and rubber trades in Qingdao, without the active participa- 
tion of the foreign trade sector, enterprise pools handling their own 
exports are faced with many problems: they have to handle outside business, 
develop markets, and seek subsidies for export losses while; the 
enterprises being pressured by the foreign trade sector and the integrated 
companies. Therefore, we feel that such industrial-commercial enterprises 
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need to accumulate experience, and take a more cautious approach, and 
should not overly emphasize “tackling the overseas markets independently," 
or insist on “pooling to operate their own export business." Instead, the 
production enterprises should have the freedom to choose their export 
operating unit: even a joint import-export company like the Qingdao 
Textile Integrated Complex can maintain a certain joint operation relation- 
ship with the foreign trade department. 


3. Make a Conscientious effort To Reduce the Unreasonable Price 
Differences Between Domestic and Overseas Sales 


Traditionally, the procurement price of export goods is the same as that 
for those designated for domestic sales, both are based on the factory 
price. However, export goods must meet strict requirements and high 
standards, thus the rejection rate is high; therefore the actual cost of 
producing export goods is generally higher than similar goods designated 
for domestic sale, and if both products are sold at the same price, the 
export-oriented enterprises’ profit margin is drastically reduced. 
Furthermore, enterprises have more control over the sales and the prices 
of goods designated for the domestic market. As a result, many export- 
oriented enterprises feel that they would be better off selling their 
goods domestically. For many years, the foreign trade department has 
been subsidizing the production enterprises, but it does not change the 
fact that it is more profitable for the enterprises to sell their goods 
in the domestic market than in the overseas markets. No wonder some plant 
managers are complaining that nowadays foreign trade is conducted with 
party spirit in mind and the enterprises are being shortchanged. We 
feel that before the price relations between domestic sales and foreign 
sales is resolved, and within the context of minimizing foreign trade 
losses suffered by the enterprises, we should set prices based on quality, 
allow prices to vary, and subsidize those prices where necessary: in 
principle, prices of export goods should be higher than similar goods in 
the domestic market. Enterprises can be proud of their overseas sales, 
but at the same time they should be able to enjoy real economic benefits. 


4. Make Every Effort To Introduce Technological Transformation in the 
Export-Oriented Enterprises 


Export goods must participate in international market competition; they 
are constantly being challenged by new technologies from all over the 
world. Therefore, the export-oriented enterprises have a very strong 
sense of urgency to accept technological changes. Within Qingdao's 
electronic instrument, textile, and construction materials integrated 
complex, the export-oriented 54-Household People's Enterprise has a total 
of 19,121 sets of equipments, 10 percent of which can be considered 
advanced by domestic standard, but only 1.35 percent by contemporary 
international standards. In order to insure that enterprises have strong 
staying power and maintain sufficient stamina, it is necessary for the 
coastal open cities to have a special program to promote technological 
advancements in export commodity production. They should focus their funda, 
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loans, and self-owned foreign currencies in certain areas, and give 
priority to technologically transforming export-oriented enterprises and 
potential export-oriented enterprises. In utilizing funds, we must 
emphasize key enterprises, emphasize the best selling products, and 
emphasize projects which give impetus to other projects. We do not want 
to implement rigid policies without leaving room for variations, or 
implement broad and random policies. 


5. Take Appropriate Steps to Handle the Economic Benefits of Direct 
Export Enterprises and Indirect Exporters 


Since the state took action to encourage exports, the enterprises have 
taken their foreign currency earning quota, their foreign currency 
retention percentage, and the RMB rewards very seriously. On the issue 
of participation in foreign currency retention, preference should be 
given to the direct export enterprises, but we should also take care of 
the economic benefits of factories which cooperated in the venture. For 
example, a certain percentage of foreign currencies earned by the garment 
industry should be alloted to the textile mills, and a certain percentage 
of foreign currencies earned by the printing and dyeing trade should be 
alloted to the (grey cloth) mills. However, not all indirect exporters 
may shzre in this type of percentage retention: in principle, participa- 
tion should be limited to those production enterprises which cooperate 

on a year-round basis. Because the cooperation relationship between 
export production plants is complicated and different, it is difficult 

to set unified rules; we should consider the situation at the cooperating 
plants, and enlist the coordinating effort of the economics committee 
before making any kind of decision. 

In short, if we truly emphasize the efforts to stimulate the export- 
oriented enterprises’ enthusiasm, if we help them solve their problems, 
and create an appropriate “climate” for them, we will be able to 
invigorate the export-oriented enterprises, and attract those enterprises 
currently engaged in domestic sales, and make export commodities an 
important factor in the GUIAO, and convert the coastal cities to an export- 
oriented economy expeditiously. 


12986/9190 
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BANK OF CHINA BUYS STAKE IN ARAB BANKING GROUP 


HK160449 Hong Kong SOUTH CHINA MORNING POST (BUSINESS POST) in English 
16 Mar 87 p 10 


[Text] Bank of China [BOC] London has become a minority shareholder in 
BAII (Asia) Ltd's holding company, BAII Holdings, Luxembourg. 


BAII (Asia), established in Hong Kong at the end of last year, is a 
subsidiary of Banque Arabe et Internationale d‘Investissemert, a merchant 
bank based in Paris. 


While BAII officials declined to disclose the exact equity stake bought 
by BOC, they said the merchant bank's policy was to keep 50 percent 

of its equity in the Arab world, with the remainder going to non-Arab 
in*erests. 


Chen Jie-Sheng, BOC London general manager said the equity link would 
give BOC a financial foothold in the Arab world, as well as ties with 
16 other international bank shareholders in BAII. 


BAII Group chairman Abdlatif Al-Hamad said the agreement would have the 
same effect for BAII by strengthening its position in Asia in general 
and China in particular. 


Other Asian financial institutions with BAII equity are Japan's Sumitomo 
Bank, and the Development Bank of Singapore. 


BAII (Asia) deals in wholesale trade finance, cpaital markets, portfolio 
management, foreign exchange, money markets and other areas of finance. 


The Luxembourg-based holding company was founded in 1973 by shareholders 
including Banque Nationale de Paris and the Kuwait Investment Co. 


/12624 
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BANK COLLECTS MORE HARD CURRENCY DEPOSITS 
OW210808 Beijing XINHUA in English 0741 GMT 21 Mar 87 


[Text] Xiamen, 21 Mar (XINHUA)--The industrial and commercial Bank of China 
teported hard currency deposits of more than 120 miilion U.S. dollars over 
the past two years. 


According to proceedings of the bank's recent national meeting, China's 
industrial and commercial bank began offering savings accounts in hard 
currency at the end of 1984. The bank is responsible for servicing urban 
industrial and commercial businesses. To date, branches in Xiamen, Shenzhen, 
Zhuhai, Shantou, Guangzhou, Fuzhou, Foshan, Jiangmen and Shanghai are now 
offering the accounts. 


By the end of last year, the nine branches had loaned 60 million U.S. dollars 
to fund a dozen projects requiring imported materials and more than 
40 export-oriented enterprises. 


These branch banks have established business relations with more than 

80 banks worldwide, and four joint venture financial institutions including 
the Xiamen International Bank, the China nonferrous metals leasing company 
and the China pacific leasing company have been founded. 


The Xiamen, Shenzhen and Zhuhai branches have opened hard currency credit 
accounts with a dozen foreign countries including Japan, the United States, 
the Federal Republic of Germany and Switzerland. 


"This year, the industrial and commercial bank will continue to expand 
its hard currency deposit business in China's open coastal cities," a 
bank official said. 
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FINANCE, BANKING 


SAVINGS DEPOSIT OFFICES LEASED TO INDIVIDUALS 
0W181706 Beijing XINHUA in English 1548 GMT 18 Mar 87 


[Text] Shenyang, 18 Mar (XINHUA)--The Industrial and Commercial Bank 

of China (ICBA), one of the country's leading banks, has leased two 
savings-deposits offices to individuals in Shenyang, capital of Liaoning 
Province. 


This afternoon, the six women clerks signed a leasing contract with an 
official from the Sujiatun office of the ICBA's local branch. 


According to the contract, the six, who have leased the No 2 savings-deposits 
office in Minzlw Street, are entitled to run the office and use the equipment 
already installed during the one-year lease term, an ICBA official said. 


"They have to pay a rent to the ICBA, attract 1.2 million yuan in savings 
deposits within the term, and handle their own wages, bonuses and office 
facilities," the official said. 


The contract also allows the leasees to have more freedom in personnel affairs 
including rewards, penalties and recruitment. If they fail to fulfill the 
quota for savings or violate relevant regulations, they will receive 
penalties, said the official. 


—_/ 


This move was preceded by the leasing out of another small savings-deposit 
office -- for the first time in China -- in the city's Zidi Street two days 
ago. 


It was leased to three of its former clerks in the same way. They have 
already collected 40,000 yuan in savings, the official said. 


Li Jirong, head of the ICBA's city branch, said the move will mean no loss to 
state revenues but, on the contrary, will boost the amount of savings deposits 
as the new people running the offices have pledged to improve service and 

open longer hours. 


"Yt will also help to tap the clerks’ initiative, attack bureaucratism 
and red tape in state businesses," Li said. 
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Shenyang, capital of Liaoning Province, has been designated to pioneer 
China's urban economic reforms along with Wuhan, Chongqing and other cities. 


Over the past year and more, according to news reports, some small 
state-owned industrial and commercial enterprises in these cities have 
been leased to individuals or collectives, in a bid to find ways of 
boosting efficiency while upholding the state ownership. 
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LIAONING URBAN SAVINGS TOP 10 BILLION YUAN 
0W121849 Beijing XINHUA in English 1639 GMT 12 Mar 87 


[Text] Shenyang, 12 Mar (XINHUA)--Urban savings deposits in northeast 
China's Liaoning Province reached a record 10.25 billion yuan (about 
2.77 billion U.S. dollars) at the end of February, a provincial official 
said here today. 


Liaoning is now the second province to have topped the 10 billion yuan 
mark in terms of savings deposits after Guangdong, he told a press 
conference, citing this as a sign of improvement in the people's living 
standards. 


Liaoning, China's leading heavy industrial center, has an urban 
population of 21.92 million. 


Since 1978, Chinese banks have raised savings interest rates five times, 
a bank official told Xinhua. Annual workers’ wages rose from 833 yuan 
in 1979 to 1,243 last year, or a 49.2 percent increase. 


At a savings bank in downtown Shenyang, the capital of Liaoning Province, 
a woman worker from the Shenyang pump factory said her husband and herself 
earn 220 yuan a month, which is the average income of an urban family 

of three. 


"The expenses for my family of three take up 170 yuan a month, so we put 
the remaining 50 yuan in the ban«," she said, adding that she has already 
bought a refrigerator and a washing machine. 


Liaoning now has 19.48 million savings depositers and every urban family 
has an average of 4.3 accounts, according to the bank official. 


Last year, local banks opened about 43,000 savings offices throughout Liaoning. 


/12624 
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HENAN DEVELOPS URBAN CREDIT COOPERATIVES 
QW131102 Beijing XINHUA in English 0722 GMT 13 Mar 87 


[Text] Beijing, 13-Mar (XINHUA)--Collectively-run urban credit 
cooperatives are flourishing in central China's Henan Province, the PEOPLE'S 
DAILY reported today. 


So far, Henan's cooperatives are leading similar institutions in other 
provinces by collecting deposits of 700 million yuan (189 million U.S. 
dollars), the paper reported. 


Credit cooperatives, which function like small banks, handle deposits, 
: leases, loans and other financial services, and have appeared mainly in 
< China's rural areas. Recently the cooperatives are edging their way 

+ into cities as an alternative to state-run banks. 


Last year, the province's urban credit cooperatives offered direct loans 
and credit totalling 50 million yuan. (21.6 million U.S. dollars) to other 
provincial financial departments, the paper said. 


The growth of urban cooperatives has offered more diversified services 
which have helped to develop collective and private urban enterprises 
by collecting savings deposits from 140,000 customers and offering loans 
to 30,000 creditors, the paper said. 


According to the report, the urban cooperatives have offered loans of 
50 million yuan (13.5 million U.S. dollars) to communications departments 
and to energy, chemical fertilizer and other industries. 


In all, the urban credit cooperatives earned 400,000 yuan (108,000 U.S. 
dollars) in profits, and they have deposited 270 million yuan (73 million 
U.S. dollars) in state-run banks, the paper said. 


/12624 
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CREDITS MEETING URGES COMPRESSING ATMOSPHERE 
HK140222 Xian Shaanxi Provincial Service in Mandarin 0030 GMT 14 Mar 87 


[Text] A national conference on credits for industry and communications is 
currently in session in Xian. Our reporter has learned from this meeting 
that there was a big gap between supply and demand for credit capital in 
industry and communications last year. The enterprises must make vigorous 
efforts to tap capital ne and compress the atmosphere of inflated 
demand for capital. 


The Bank of Industry and Commerce will take new steps to raise and supply 
capital in a rational way to support the development of industrial production. 
The bank's industry and communications credit departments will, beginning 
this year, change from only being concerned about loans to being concerned 
about loans and also organizing deposits. A policy of large loans for cus- 
tomers with large deposits and small loans for those with small deposits 
will be instituted in credit capital for industry and communications. The 
bank will actively stabilize and expand enterprises’ bank deposits by help- 
ing them to improve management capital and tap their potentials through 
stocktaking and so on. On this basis, capital will be raised and made 
available in a rational way, focusing on supporting the invigoration of large 
and medium enterprises, supporting the development of lateral economic ties, 
and supporting the development of lateral economic ties, and supporting the 
development and use of new products and technologies. The bank will strictly 
limit loans for those. enterprises that have potentials to tap but fail to 

do so. In some cases, no new loans will be issued and old loans will be 
called in. 


To ease the shortage of credit capital for industry and communications, the 
Bank of Industry and Commerce will, beginning this year, institute discounts 
for acceptance of commercial paper throughout the country and will also pro- 
mote [words indistinct] loan business, to ensure the security of state capital. 
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HEILONGJIANG FINANCIAL WORK CONFERENCE ENDS 8 MAR 
SK090728 Harbin Heilongjiang Provincial Service in Mandarin 1000 GMT 8 Mar 87 


[Text] This year, the provincial financial department should concentratively 
grasp the work in six fields while conducting the campaign of increasing pro- 
duction, practicing economy, increasing revenue, and reducing expenditures. 
This is what the station reporter has learned at the provincial financial 
work conference, which concluded on 8 March. 


The six tasks are as follows: We should conscientiously pursue the campaign 
of increasing production, practicing economy, increasing revenue, and reducing 
expenditures to comprehensively raise enterprises’ economic results. Indus- 
* trial enterprises should comprehensively follow the method of fixing depre- 
4 ciation funds of fixed assets according to their categories to enhance their 
capability for self-transformation and self-development. 


We should carry out financial and taxation policies to encourage enterpises 
| to turn deficits into profits and to support them in increasing profits in an 
4 effort to ensure that enterprises gain more benefits from turning deficits 
into profits. Financial and taxation departments should correctly play their 
role as an economic lever to support the development of famous-brand and 
quality products and products in short supply and to restrict the production 
of poor quality and unmarketable products. 


We should resolutely carry out a financial distribution policy in which the 
diligent are rewarded and the lazy are punished with the focus on enter- 
prises with huge amounts of profits or losses. Not only enterprises with 
outstanding contributions and those with great success in turning deficits 
4 into profits, but also their plant heads and managers must be rewarded. 
: Country-level financial departments should be consciously vitalized by en- 
! hancing their economic strength. 


We should make up our minds to reduce expenditures so as to make the most of 
limited financial resources. 


Taxation departments should conscientiously strengthen the collection and man- 
agement of tax revenue and strictly supervise and manage finencial affairs. 
’ The enterprises and units that evade taxation and that arbitrarily give bonuses 
3 should be handled through investigations. 
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YUNNAN FINANCE, TAX MEETING SETS TASKS 
HK190141 Kunming Yunnan Provincial Service in Mandarin 2300 GMT 18 Mar 87 


[Text] A provincial finance and tax work conference which recently concluded 
in Kunming proposed that the main tasks of the financial and taxation depart- 
ments this year are to do everything possible to increase revenue and reso- 
lutely cut all expenditure, to ensure that total social demand matches total 
social supply. The meeting proposed the following measures for reaching 
these goals: 


1. Actively open up new sources of revenue and get a thoroughly sound grasp 
of increasing revenue. The financial and taxation departments must continue 
to vigorously support tobacco and cigarette production, and also support the 
development of other rural products such as sugarcane, tea, tropical crops, 
fruit, medicinal herbs, and so on. They must also support animal husbandry, 
aquatic production, the processing of agricultural and sideline products, 
the construction and construction materials industries, and the development 
of rural economy. 


It is necessary to cooperate with the responsible departments in helping 
the enterprises to improve their internal mechanism, tap potentials, and 
improve economic results. It is necessary to continue to take steps to 
invigorate the large and medium enterprises. 


2. Resolutely cut all expenditures and strive to improve the economic re- 
sults of spending capital. Except for ensuring those projects stipulated 

by the central authorities and paying individual wages and so on, it is 
necessary to make a big cut in capital construction projects being paid for 
out of self-raised funds, and correspondingly cut. spending on projects for 
taping potentials and carrying out transformation, together with other spend- 
ing. There just be a big cut in spending on conferences, travel, repairs 

to buildings, banquets, and commemoration activities. It is also necessary 
to strictly control the number of new organs and so on. 


We must seriously improve the expenditure methods regarding administrative 
funds, block loopholes, and strive to do more while spending less. 


3. Strengthen financial and tax collection control, strictly enforce dis- 
cipline, and promptly collect in full all the taxes that should be collected. 
/6662 
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GUANGXI RURAL FINANCIAL MEETING SETS TASKS FOR 1987 
HK231346 Nanning Guangxi Regional Service in Mandarin 1030 GMT 21 Mar 87 


[Excerpts] We must conscientiously launch the drive to increase production 
and practice economy and increase revenue and reduce expenditure, continue 

to strengthen and improve the macrofinancial control, quicken the pace of 
reform in the rural financial system, further reinvigorate the rural financial 
system, increase the beneficial results of the utilization of credit funds, 
and make contributions to the development of rural commodity economy, to the 
promotion of grain output, and to the enhancement of the reserve strength of 
agriculture. These are general demands on our region's rural financial work 
for this year as set by a regional conference on rural financial work which 
concluded today. 


In accordance with the general demands, the conference defined the following 
tasks and credit policies for our region's financial work for 1987: 


First, we must conscientiously launch the drive to increase production and 
practice economy and increase revetwe and reduce expenditure. During the 
drive, we must energetically develop rural financial business, organize and 
find more funds to meet the normal needs of funds for the development of eco- 
nomy, assist enterprises in checking up on warehouses and funds to reduce 
appropriation of funds and increase the turnover rate of funds, strengthen 
the management of credit funds, control the expansion of the needs of 

funds, and successfully arrange in a planned way the sources and utilization 
of funds. 


Second, we must actively and steadily conduct reform of the rural financial 
system, and turn agricultural banks into conglomerate banks with an advanced 
management level that are capable of playing a leading role in the rural 
financial system and of handling all rural financial businesses. Through 
reform, we must turn credit cooperatives into the cooperative financial 
organizations that manage independently, conduct. business accounting independ- 
ently, and assume sole responsibility for profits, losses, and risks. Agri- 
cultural banks and credit cooperatives must participate in loan capital markets 
at various levels, in various forms, and within various frameworks, and make 
the best use of various rural forms of capital accommodation such as 
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nongovernmental lending and borrowing business, the practice of raising funds 
among the people, and the practice of buying shares among the people, to 
guide them to serve the development of commodity economy. 


Third, we must energetically expand the forces of credit funds. Agricultural 
banks and credit cooperatives in all areas must adopt all kinds of forms and 
methods and try every possible way to absorb deposits. 


Fourth, we must further implement the credit policy toward areas and indus- 
tries. In conducting rural credit work in 1987, we must continue to energeti- 
cally support grain production, actively develop diverse economic undertak- 
ings, support the development of town and township enterprises, conscientiously 
promote the credit work for helping the poor, and support the reinvigora- 

tion of rural channels for commodity circulation. Regarding the utilization 

of the World Bank's loans for rural projects, governments at all levels must 
truly strengthen leadership to ensure the economic beneficial results of 

such loans. 


Attending the conference were Tao Aiying, Chang Kejie, (He Youjia), Chen Ren, 
and Wang Zhuguang, leading comrades from the autonomous regional party and 
government organizations. 


During the conference, Comrade Tao Aiying and Cheng Kejie and participating 
commissioners and mayors from all prefectures and cities held talks with 
responsible comrades from rural financial departments on ways to reinvigorate 
the rural financial system, to give full play to the functional roles played 
by rural financial departments, and to promote the development of rural 
economy in our region. 
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XINJIANG ISSUES CIRCULAR ON COMMODITY PRICES 
HK200624 Urumqi Xinjiang Regional Service in Mandarin 1300 GMT 19 Mar 87 


[Excerpts] The autonomous regional commodity price bureau recently issued 

a circular, calling on areas throughout Xinjiang to strengthen the management 
of commodity prices and to maintain market commodity prices at a basically 
stable level. 


The circular noted: We must resolutely, comprehensively, and conscientiously 
implement this year's guiding principles for reform of commodity prices and 
prevent the general retail price index of commodities in our autonomous re- 
gion from exceeding 7 percent. Of the portions reserved for local areas to 
conduct price readjustment, such price readjustment must not exceed 0.5 per- 
cent. 


All areas mst not reduce financial subsidies for the prices of vegetables 
and must maintain this year's vegetable prices at the level of last year. If 
necessary, all areas should set ceiling for negotiated prices for buying 

and selling key non-staple foodstuffs and should also set ceilings for the 
prices of key non-staple foodstuffs at market fairs. 


We must strength n the management of grain and oil markets and the manage- 
ment of the prices of means of production. Areas engaged in producing commod- 
ity grain and oil must immediately organize departments of commodity prices, 
grain, industry, and commerce to establish groups for coordinating market 
prices of grain and oil and to decide through consultation on the ceilings 
for negotiated prices of grain and oil. Regarding those means of produc- 
tion assigned by state plans, it is imperative to act strictly in accordance 
with the relevant prices set by the state. Regarding industrial enterprises 
engaged in the sales of a number of their products through theri own channels, 
it is imperative to set ceilings for the prices of such iceman’ in accord- 
ance with specific conditions. 
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NEI MONGGOL BANK PRESIDENT INTERVIEWED ON REGIONAL WORK 
$K130951 Hohhot Nei Monggol Regional Service in Mandarin 1100 GMT 12 Mar 87 


[Excerpts] This year, the taska for the regional banking work will be very 
arduous. The main features are that. the demands for credit funds from all 
quarters are great and that the funds are in short supply. Recently, Wang 
Yacchen, a reporter of this radio station, visited (Yu Xinglong), president 
of the regional people's bank, to further understand this issue. 


Comrade (Yu Xinglong) told the reporter: It is true. that the region's current 
credit funds are in short supply. However, it is aleo true that our economic 
results are poor but our latent capacity of credit funds is great. Over the 
past few years, our regional banks have greatly increased the number of 

loans for industrial and commercial enterprises. The increase in loans great- 
ly exceeded the growth rate in the production and circulation spheres. At 
present, the total amount of working funds of state-run industrial and com- 
mercial enterprises and the working funds of banke for loans is 12 billion 
yuan. Of this, a considerable amount of funds are being used for stockpiled 
goods and have been used irrationally. At present, the number of bank loans 
has sharply increased on the one hand while the credit funds for enterprises 
are still in short supply on the other. To analyze this, we realize that 

this situation is not caused by the small number of bank loans or the small 
amount of social working funds, but by the irrational utilization of funds 
and low efficiency. Therefore, reducing the level of occupied working funds, 
accelerating the circulation of working funds, tapping the existing potential 
of funds, and raising the beneficial results in using funde are the important 
methods for solving this year's short supply of credit funds. 


When the reporter asked him how to enable the banking units to specifically 
solve the short supply of credit funds this year, Comrade (Yu Xinglong) said: 
In addition to actively organizing socicl funde and collecting saving deposits 
from all quarters, at present, we should handle the stockpiled goods and 
Clear up all outstanding loans, and check the irrational appropriation and 
utilization of funds. This is also an important task for banks in carrying 
out the campaign on increasing production and practicing economy and on 
increasing revenue and reducing expenjitures. Our. specific demands are as 
follows: In 1987, based on last year's figures, the industrial and commercial 
enterprises throughout the region should reduce the eppropriate of working 
funds by 3 percent and repay loans on time. In principle, .the industrial 
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and commercial enterprises should repay all overdue loans within the year. 
The overdue loans accumulated over the past few years in the agricultural 
and animal husbandry sectors should be withdrawn by 30 percent. The amount of 
stockpiled materials should be reduced by 20 to 30 percent; the irrational 
appropriation of working funds should be cleared up by 30 to 50 percent; and 
the debts of enterprises should be cleared up by 40 percent or more. 


Comrade (Yu Xinglong) told the reporter: To fulfill this task, we must 
implement thestrict but flexible credit system and reduce the growing demand 
for funds. To vitalize the utilization of funds, it will not do to merely 
rely on the efforts of banks. This task can be fulfilled only by pooling 
the coordinated efforts of the economic commissions, the financial and taxa- 
tion departments, and enterprises and banks, and under the leadership of the 
governments at all levels. 


He called on banks in various localities to implement the economic result 
targets of accelerating the turnover of funds and reducing the appropriation 
‘ of funds in all localities and enterprises while conducting the campaign on 
increasing production and practicing economy and on increasing revenue and 
reducing expenditures, and to consider the fulfillment of these targets as a 
precondition for granting loans to enterprises. He also announced that the 
amount of funds recovered by whatever enterprises in handling their stock- 
piled goods should be utilized by the enterprises. Banks will not with- 
hold these funds in an effort to encourage enterprises to speed up the turn- 
over of funds and to raise the beneficial results in using funds. 
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XIZANG LEADERS URGE IMPROVEMENTS IN WORK OF BANKS 
HK230615 Lhasa Xizang Regional Service in Mandarin 0100 GMT 22 Feb 87 


[Text] On the afternoon of 19 February, Doje Cering,; chairman of the regional 
government, pointed out at a meeting of directors of banks in Xizang that, 

in the new year, the financial front must become a stimulating force for 
developing the region's economy and commodity economy, a supporter of the 
masses’ efforts to eliminate poverty and get _— and a staff officer of the 
party and government departments. 


He said: In the past, Xizang. has always depended on central financial sub- 
sidies to develop its economy, yet the deposits in the region's banks have 
exceeded 1 billion yuan a year. We have failed to make proper use of this 
vast sum. When submitting plans, the localities have stressed spending the 
state financial subsidies instead of the capital in the banks, because every- 
one fears that use of the latter would not be beneficizl. 


Beginning this year, we must update our concepts and make full use of the 
treasure store on our financial front to promote Xizang's economic construc- 
tion. I hope the comrades on the financial front will come up with schemes 
for vigorously supporting Xizang's economic construction and contributing 

to helping the people to eliminate poverty and get rich. 


Qamco, vice chairman of the regional government, put forward five demands 
on how the role of the region's financial front should be brought into play 


in Xizang's construction in the new year. 


1. Correct the guiding idea, and fully understand the position and role of 
collective and individual economy in the region's economy. From focusing 

on support for state-owned economy, they should switch to focusing on support 
for collective and individual economy. 


2. From simply resolving the peasants’ and herdsmen's food and clothing 
problem, they should shift to focusing on helping them to get rich and sup- 
porting commodity economy. 


3. Do not be afraid of taking risks. Preferential loans should be provided 
for production units that have the right conditions and produce good eco- 
nomic results. 
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4. Switch from supporting vertical and single enterprises to supporting 
transregional and multitrade horizontal economic associations, and promote 
the development of consortium economy. 


5. Switch from depending on loans to _esolve the enterprises’ capital diffi- 
culties to helping the enterprises to increase production and practice eco- 
nomy and tap internal potentials to resolve those difficulties. 


The meeting concluded on 19 February. 
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SICHUAN PRICE CONTROL MEETING--At a recent provincial conference on pricing 
work, Vice Governor Pu Haiqing said: In carrying out this year's pricing 
work, we must proceed from the overall situation and control price increases 
within the scope set by the state, so as to ensure basic price stability. 

This year the province must continue to exercise macrocontrol over pricing, 
adopt the method of exercizing‘control linked with targets, let governments 

at various levels contract for pricing work, and control the rate of increase 
in the province's retail prices within the scope set by the state. Efforts 
should be made to chiefly maintain stable prices for major nonstaple [as 
heard] foods, such as grain, pork, and vegetables. Meanwhile, we must 
strengthen control over prices of the means of production, transportation, 

and communications. From now on, increases are not allowed in any fees. 
Charges for new items must be approved by pricing departments at the same 
level. Meanwhile, inspection should be conducted of management fees and 
charges that the masses have complaints about. It is necessary to deal severely 
with acts of arbitrarily increasing prices and collecting fees in violation of 
pricing policy. [Text] [Chengdu Sichuan Provinvial Service in Mandarin 2300 
GMT 24 Feb 87 HK] /6662 


CHANGSHA CAPITAL MARKET OPENS--The Changsha capital market, the largest of its 
kind in the province, opened on 25 February. The transaction volume of the 
first day reached some 510 million yuan. The Changsha capital market was 
composed of 12 financial organizations in the Changsha area. This market 

has established various connections and relations with financial organizations 
in the province's 12 prefectures and cities, Guangzhou, Wuhan, Zhengzhou, and 
Nanchang cities. Yesterday some 47 financial organizations from inside and 
outside the province took part in capital borrowing and lending on the market, 
with 910 million yuan of capital flowing into the market. Establishing capital 
markets is an important part of the financial structural reform. The estab- 
lishment of the Changsha capital market is precisely for the purpose of 
solving the contradiction between the current capital accommodation pattern 
and bank's credit settlement way and the current multiple economic sectors, 
circulation channels, and operation patterns. It will play an important role 
in coordinating the relationship between vertical and horizontal economic 
combination and capital accommodation, in increasing the utilization ratio 

of capital, in stobilizing currency circulation, and in invigorating the econ- 
omy in the Changsha area. [Text] [Chengsha Hunan Provincial Service in Man- 
darin 2300 GMT 25 Feb 87 HK] /6662 
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SHAANXI CONSTRUCTION LOANS--A recently concluded provincial construction bank 
work conference decided that the bank will not issue loans for non-productive 
projects this year, and no funds will be allocated or loaned for any project 
not covered by the plan. In view of the current problems of excessive demand 
for capital in economic structure and poor economic results of investment, 
the construction bank will adopt various methods such as stepping up the 
assessment, scrutiny and supervision of projects to compress the overheated 
atmosphere, and readjust and improve the investment structure, to ensure the 
key projects and the reserve strength for economic development. The bank 
will also help the construction units and enterprises to carry out stock- 
taking deals with stockpiled materials and so on, to promote the drive to 
increase production and practice economy and increase revenue and economize 
expenditure. [Text] [Xian Shaanxi Provincial Service in Mandarin 0030 GMT 

27 Feb 87 HK] /6662 





XINJIANG COMMODITY CIRCULATION REFORM--Our region has made encouraging progress 
in reform of the system of channels for commodity circulation. A new open 
network of channels for commodity circulation characterized by few links in 
which state-run commerce leads and multiple sectors of the economy exist side 
by side is currently taking shape. By the end of last year, of the whole 
region's personnel engaged in commerce, goods, and materials, personnel of 

the state sector accounted for 41.4 percent, and the personnel of the col- 
lective sector accounted for 29 percent. Of the turnover of commodities in 
society by the end of last year, the retail sales conducted by the collec- 
tive and individual sectors accounted for 43.2 percent of the total volume 

of retail sales. Our region's reform of supply and marketing cooperatives has 
improved relations with the peasants. Eighty percent of the whole region's 
peasants and herdsmen have joined supply and marketing cooperatives. [Ex- 
cerpts] [Urumqi Xinjiang Regional Service in Mandarin 1300 GMT 19 Mar 87 HK] 
/6662 


HUNAN SAVINGS DEPOSITS--The total savings deposits absorbed by Hunan Province's 
industrial and commercial bank in February this year exceeded 200 million 

yuan, thus topping the highest monthly level in history in the province. 
[Summary] [Changsha Hunan Provincial Service in Mandarin 1100 GMT 12 Mar 87 
HK] /6662 


GANSU BANKERS MEETING--In his speech delivered today at a meeting of heads of 
district branches under the provincial people's bank and the provincial in- 
dustrial commercial bank provincial governor Jia Zhijie said: An important 
method to resolve the contradiction between the supply and demand of funds 
this year is to tap the potentials of funds. They can be tapped in two aspects, 
namely, the potentials of funds within enterprises, and the potentials of 
funds within the financial system. Jia Zhijie noted: Of our province's major 
targets of economic beneficial results, a considerable number of them have 
failed to restore their highest levels in history. The rate of funds budgeted 
for 100-yuan output value in industrial enterprises has also increased to 

some extent. Problems created by the default on payments for goods among 
enterprises have also adversely affected the role played by funds in producing 


50 





beneficial results. Undoubtedly, great potential for successfully using 
credit funds remains to be tapped. Jia Zhijie hoped that comrades from the 
banks would act in accordance with the actual conditions of Gansu and make 
concerted efforts to achieve the target of increasing production and reducing 


expenditure. [Text] [Lanzhou Gansu Provincial Service in Mandarin 1100 
GMT 17 Mar 87 HK] /6662 





SAVINGS DEPOSITS INCREASE--Nanning, 25 Mar (ZINHUA)--The total amounts of 
savings deposits in the autonomous regions of Quangxi, Xinjiang, Ningxia 
and Inner Mongolia reached 8.7 billion yuan by the end of 1986, according to 
a national meeting of the country's industrial and commercial banks which 
closed here today. There was no report from the Tibet autonomous region, 
which has not set up such a bank yet. The savings deposits of these four 
autonomous regions are 2.3 billion yuan more than in 1985 -- a 36.4 percent 
increase, as against the national average increase of 33.5 percent, it said. 
During the first two months of this year, these regions recorded an increase 
of 530 million yuan in savings deposits -- 64.4 percent up over the figure 
for the same period of 1986. The Guangxi Zhuang autonomous region alone 
registered an increase of 84.5 percent, the meeting said. Banking officials 
attributed the increase to the remarkable expansion of people's incomes, 
more employment and less dependants. Local banks have also improved 

their services and provided more savings policies, they said. [Text] 
[Beijing XINHUA in English 1249 GMT 25 Mar 87 OW] /12624 


BANK OF CHINA INCREASES CAPITAL--Beijing, 14 Mar (XINHUA)--Bank of China, the 
State Foreign Exchange and Foreign Trade Bank, has increased its capital to 
five billion renminbi yuan from three billion yuan, and the increased funds 
had been allocated to the bank by December 1, 1986. This was announced at a 
meeting of the bank's board of directors which was held today. The meeting 
also examined and approved the bank's 1986 balance sheet. Total assets of the 
bank stood at 345 billion yuan by the end of last year. "The bank's domestic 
and overseas business has been expanding rapidly since the country adopted 
the policy of opening to the outside world, and the decision to increase the 
bank's capital will further enhance the bank's position", a spokesman for: 
the bank said. By the end of 1986, the bank had 369 domestic institutions, 
and its overseas institutions, including that of the Bank of China group in 
Hong Kong and Macao, reached 347. It has established corresponding relations 
with 3,609 banking institutions in 153 countries and regions. [Text] 
[Beijing XINHUA in English 0829 GMT 14 Mar 87 OW] /12624 


PRC COMMERCIAL BANK MAKES LOANS--Beijing, 17 Mar (XINHUA)--The industrial 

and commercial Bank of China has granted loans totalling 1.7 billion yuan 

(459 million U.S. dollars) for research projects since 1985, ECONOMIC DAILY 
reports today. The loans have funded 6,600 research projects by enterprises 
and research institutions in developing new products and upgrading enterprises, 
the paper says. They helped in introducing and absorbing foreign technology, 
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developing and popularizing the use of computers, converting military 
industries to civilian use and in carrying out "sparking plan" projects in 
rural areas, which is aimed at popularizing scientific knowledge and 
techniques, the paper says. Estimates show research projects using the 
bank's loans have reported good returns, with one yuan generating five yuan 
worth of goods. Sometimes that ratio has reached one to ten, the paper adds. 
[Text] [Beijing XINHUA in English 0228 GMT 17 Mar 87 OW] /12624 


BEIJING BANK ISSUES BONDS--Beijing, 3 Feb (XINHUA)--Early this morning, in 
spite of freezing weather, Beijing residents lined up at 80 branches of 
China's agricultural bank to buy bonds. "In a bid to assist rural industry, 
and private industrial and commercial businesses, this is the bank's second 
time to issue bonds," a bank official said, adding the bank pulled in 1.08 
billion yuan (292 million U.S. dollars) selling bonds last August. According 
to the official, the bonds have an annual interest rate of nine percent, 

25 percent higher than fixed deposits, and the principal and interest will 
be paid when the bonds become due in one year. People generally bought bonds 
in lots of 1,000 yuan (270 U.S. dollars) with the highest single purchase 
over 8,000 yuan (2,160 U.S. dollars), the official said. The Guozixiang 
branch in Beijing's Xuanwu district, sold its allocation of bonds worth 
100,000 yuan (27,000 U.S. dollars) during the first hour. [Text] [Beijing 
XINHUA jn English 1533 GMT 3 Feb 87 OW] /12624 


BEIJING BRANCH ISSUES CREDIT CARD--Beijing, 2 Feb (XINHUA)--The Beijing branch 
of the Bank of China has started issuing the "Great Wall" credit card for 

use in Chinese currency (renminbi). Cardholders can now draw cash advances 
from the bank or buy goods in designated shops and hotels in more than 

20 cities, including Shanghai, Tianjin, Guangzhou, Nanjing, Hangzhou, Dalian, 
Shenyang and Qingdao. Enterprises can apply for the card after a minimum 
deposit of 5,000 yuan (1,350 U.S. dollars), and for individuals a 1,000 yuan 
(270 U.S. dollars) deposit is required. In June of last year the office 
began offering credit card services in foreign exchange. [Text] [Beijing 
XINHUA in English 1442 GMT 2 Feb 87 OW] /12624 
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CHINA DAILY ON INDUSTRY SELF-RELIANCE DRIVE 
HK310406 Beijing CHINA DAILY in English 31 Mar 87 p 1 


{Article by staff reporter Dong Lisheng] 


[Text] China has decided to produce its own parts and equipment in 12 areas 
of production over the next few years and has grouped more than 600 enter- 
prises, universities and science institutions into projects to do so, according 
to an official at the State Economic Commission. 


Among the production lines affected are those for beer, clothing, color TV 
sets and locomotives. Also covered are pneumatic spinning machines, equipment 
and facilities for ocean-going vessels, equipment for producing synthetic 
ammonia and for coal extraction and special steel continuous casting equip- 
ment. 


On completion of these projects, China should be able to produce 80 percent 

of the parts and components for equipment that used to be imported. And the 
technology should match the world’s in the late 1970's and early 1980's, the 
official told CHINA DAILY. 


The commission requires relevant departments to have comprehensive plans to 
make full use of imported production lines and technology. And they should 
tackle key technical problems and renovate existing equipment. Funds sho ld 
be guaranteed and plans carried out on time, he said. 


The commission encourages all involved to expand horizontal ties with each 
other and with organizations subordinate to other administrations. In this 
way, it hopes to bring into play the initiative of all, including civilian 
and military enterprises, scientific research and design institutions and 
universities, he said. 
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ECONOMIC CONSTRUCTION NEEDS THRIFT, HARD WORK 
0W281102 Beijing XINHUA in English 1037 GMT 28 Mar 87 


[Text] Beijing, 28 Mar (XINHUA)-—-China's industry showed signs of improve- 
ments in the first two months of this year, with energy and raw materials 
production growing by a big margin, products serving agriculture improving, 
commodities in short supply on the rise and labor productivity rising, 
according to the state economic commission today. 


Although no specific figures are immediately available, an official from the 
commission said that this was the result of the campaign to increase pro- 
duction and practice economy which began earlier this year. 


If this momentum is maintained, he said, China will undoubtedly attain this 
year’s objective of increasing productivity by four percent, reducing 
materials consumption by two percent and cutting enterprises and workshops 
management expenditures by 10 percent. 


Building the country through thrift and hard work, which has long been China's 
policy, is regarded as a powerful "magic weapon" for promoting economic 
construction but this fine tradition has been fading in recent years as China's 
economy grew and some wealth has been accumulated. A few localities, 
departments and lines of trade have gone so far as to indulge in wasteful 


spending. 


At the same time, labor productivity dropped in certain enterprises due to 
poor management and weakened sense of discipline and the lack of efforts for 


deepening reforn. 


The official said that the reviving of the fine tradition does not necessarily 
mean to restrain people's normal consumption demands, but rather, it lays 
stress on all-round increase in economic returns and social benefits. 


Since the beginning of this year, he said, all local governments have set 
forth concrete targets for the campaign. According to him, Hubei Province has 
planned to turn out 250 more kinds of readily marketable manufactured consumer 
goods, reduce the production of 52 kinds of slow-selling ones, practice total 
quality control in 2500 enterprises, and develop 2500 new products. 





The official described the deepening of reform as a direct motive force for 
the campaign. Success in reform will improve management, strengthen the 
awareness of market and competition, and increase economic returns. 


He said that the over 3,000 state-owned small industrial enterprises that 
have been leased out all reported good economic results than before and the 
40 percent of the state owned enterprises where the responsibility system has 
been introduced showed faster growth than average in terms of both output and 
economic results. 


The state economic commission has decided to strengthen its coordination of 
production and circulation as well as its supervision over product quality, 
he noted. 


The official said that enterprises which fail to pass quality tests will be 
ordered to have a major overhaul with a prescribed time limit and those 
factory directors who have resorted to cheating on product quality will be 
fired. 


He noted that China will strengthen its management of enterprises under 
technological transformation and projects with imported technologies this 
year. As the majority of the over 3,000 projects built with imported tech- 
nology during the sixth five-year plan period (1980-1985) will go into 
operation this year, China's drive for cost efficiency and better economic 
results will surely receive a new impetus, the official said. 


To raise cost efficiency and increase revenue and reduce expenditure is not 
a measure of expediency but an important means to promote the country's 
economic development, the official said. It will be carried out in breadth 
and depth and in a sustained manner and given a greater role to play during 
the new period of historical development. 


"Only by so doing can we put our economy on a solid footing for a sustained 
and steady development,” he added. 
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OPENING MARKETS FOR STEEL SALES REPORTED 
HK310334 Beijing CHINA DAILY in English 31 Mar 87 p 2 
sets pela staff reporters Tian Ying and Zhen Fan] 


(Text) China is opening markets for steel sales in large cities in hopes of 
exploiting the surplus steel held by various enterprises and steel makers. 


Like other major materials, steel used to be allocated by the state and sales 
on the free market were not permitted. The state approved the establishment 
of steel markets at the end of last year in Shanghai, Tianjin, Shenyang, 

» Chongqing, Xi'an and Shijiazhuang. 


The success of the markets and the important role they have played in the 
country's raw materials circulation have led to the establishment of a new 
¥% steel market in Jinan, Shandong Province. 


According to relevant sources, China will not lift controls over steel prices 
this year, but it will slow down the increase of steel supplies allocated 
under the state mandatory plan and take steps to encourage the redistribution . 
of steel materials from enterprises that have steel surpluses to those with 
shortages. 


Steel is the metal hit hardest by short falls in supply in China. The 
country's per-capita consumption of steel is only 50 kilograms a year, com- 
pared with more than 100 kilograms in demand, according to an official of the 
Shandong Government. 


Shandong industry consumed about 1.71 million tons was supplied under the 
estate mandatory plan. The rest was bought in other parts of the country or 
from the state at higher prices. However, the combined surplus of materials 
in various enterprises in the province reached 840,000 tons last year, the 
official said. 


The government has designated the proper arrangement of steel markets as an 
important item in this year's economic reforms. It also plans to import some 
steel materials to ease the shortage of special varieties, he said. 


ae, ce 








In Shanghai, about 950,000 tons of steel products will be put on its steel 
market, Zhou Xiaohong, deputy director of Shanghai Bureau of Supplies, told 
CHINA DAILY. She said the steel supply will be under greater pressure this 
year in the city. Only 40.8 percent of the city's steel supplies will be 
allocated under the state mandatory plan. Many local factories must seek 
steel from other regions. 


The market is expected to help the buyers, the official said. "But the 
prices at the market are usually 80 percent higher than those set by the 
state," Zhou said. "Prices will fluctuate according to supply and demand 
under the supervision of price control departments of the government. [no 
closing quotes as published] 


To make up the losses caused by the purchase of steel products on the market 
at higher than state prices, the municipal authorities will give the markets 
preferential treatment, including tax reductions and exemptions for pur- 
chasers, Zhou said. 


The city also has formulated policies to encourage the use of surplus steel 
products held by enterprises. 
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INVESTMENTS IN TECHNOLOGICAL UPGRADES--Beijing, 30 Mar (XINHUA)--China 
invested a record 200 billion yuan (U.S. $54 billion) in the technological 
upgrading of existing industrial enterprises from 1980 to 1986. According to 
the state economic commission and the state statistics bureau, 250,000 
upgrading projects have been completed, with nearly all resulting in increased 
output value. According to officials, “upgrading the technological and 
economic standards of existing industries was designated a focus of the 
country's economic construction and approved by the national people's 
congress. The country's larger steel, petroleum, chemical, construction 
materials, railway, and shipping enterprises have been improved through 
technological upgrading," the officials noted, “and smaller enterprises have 
also been brought up-to-date with imported technology and equipment." Most 
of the investment used for technological upgrading was raised by the enter- 
prises, or borrowed from local banks. [Text] [Beijing XINHUA in English 
1533 GMT 30 Mar 87 OW] /9738 


HIGH-QUALITY CONSUMER GOODS--Beijing, 30 Mar (XINHUA)--China's Ministry of 
Light Industry has arranged for the production of more quality products while 
reducing the proportion of inferior-quality goods, officials told XINHUA 
today. Production will be expanded for established brands and high-quality 
durable goods like refrigerators, bicycles, washing machines and pianos, and 
for goods in short supply like carpets, pressure cookers, quartz clocks, 
high-grade watches and color film. Officials predict the country this year 
will produce 18 million bicycles, 900,000 refrigerators and more than 4,000 
pianos. At the same time, production will be drastically reduced for 18 kinds 
of inferio>-quality products, officials added. The ministry will also develop 
new products to replace 20 percent of outdated standard products this year, 
— said. [Text] [Beijing XINHUA in English 0716 GMT 30 Mar 87 OW) 
9738 


METALLURGICAL EQUIPMENT IMPORTS--Beijing, 25 Mar (XINHUA)--China's metal- 
lurgical equipment corporation signed 44 import contracts last year worth 
U.S. $152 million. Zhai Xinting, the corporations’ president, told XINHUA 
today “last year's equipment imports included steel billet continuous casting 
equipment and alloy steel continuous casting machines to be installed in 
China's key iron and steel enterprises." The corporation, affiliated with 
China's Ministry of the Metallurgical Industry, was founded in 1973, and is 
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in charge of importing technology and equipment for all related departments. 
"To date, the corporation has signed 322 purchase contracts with the United 
States, Japan, France, the Soviet Union, Poland, and other foreign countries, 
involving U.S. $10 million," Zhai noted, adding the corporation also bought 
machines valued at U.S. $2.23 million at international exhibitions, and has 
established ties with over 20 foreign countries. "The corporation has plans 
to continue importing more machinery for China's iron and steel enterprises 
this year and in the future," Zhai said. [Text] [Beijing XINHUA in English 
1433 GMT 25 Mar 87 OW] /9738 
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SMALL-SCALE ENTERPRISES 


NEI MONGGOL CPC OFFICIAL ON TOWN, TOWNSHIP ENTERPRISES 
SK040824 Hohhot Nei Monggol Regional Service in Mandarin 1100 GMi 3 Mar 87 


[Text] At the recent regional meeting of directors of departments and bur- 
eaus of various leagues and cities, Batubagen, deputy secretary of the re- 
gional party committee, delivered a speech on how to develop the region's 
town and township enterprises. 


He called on town and township enterprises to continually enhance their 
understanding of the current situation in the over-heated atmosphere in eco- 
nomic work, and seize the opportunity to formulate some measures facilitating 
the development of town and township enterprises in order to speed up the 
development of town and township enterprises. 


With regard to the development of town and township enterprises in the region, 
Batubagen stressed two issues in his speech. We should continue to enhance 
our understanding and eliminate ideological obstacles to the development of 
town and township enterprises. To modernize a country, we must first achieve 
industrializa.ion. To follow the path of building a socialism with Chinese 
characteristics, we must encourage peasants and herdsmen to develop industry 
and commerce, enhance the labor force of peasants, and take the road of siml- 
taneously developing the urban and the rural economy. A town or township 
enterprise with peasants and herdsmen as its main body consumes less invest- 
ment, yields quicker returns, and can be run well even without state invest- 
ment and state cadres. This shows that town and township enterprises have 
great vitality. Therefore, by no means should we neglect the development of 
industry and commerce run by peasants and herdsmen. 


We should fully understand and affirm the position of town and township 
enterprises in the region's economy. All trades and professions should give 
the green light for the development of such enterprises. We should continue 
to solve problems in the fields of policy, science and technology, integration, 
and service emerging in developing town and township enterprises. We should 
not pay more attention to state enterprises than to collective enterprises, 
not should we squeeze out town and township enterprises. By no means should 
we extract extra fees from and create difficulties for town and township 
enterprises. 
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The second issue concerns science and technology. We should encourage scien- 
tists and technicians to go to rural and pastoral areas to grasp the imple- 
mentation of the spark plan, the popularization of practical technologies, 
and the training of competent personnel. Scientists and technicians can also 
contract to run town and township enterprises where they can display their 
abilities and talents and then promote the great leap of town and township 
enterprises. 


The third issue concerns integration work. Developing lateral economic inte- 
gration is very important to town and township enterprises. At present, we 
should mainly encourage integration between town and township enterprises 

and urban industrial enterprises in order to spread brand-name products, 
technologies, and the equipment of urban industrial enterprises to towns and 
townships. 


The fourth issue concerns service work. Leading departments at all levels of 
all trades and professions should conscientiously think of what their units 
can do for developing town and township enterprises, and how they can stop 
squabbling and passing the buck to each other. All levels of departments in 
charge of town and township enterprises should also constantly study the new 
situations, solve new problems, and strive to improve their service work. 
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RURAL ENTERPRENEURS DISCUSS ENTERPRISE DEVELOPMENT 
0W230819 Beijing XINHUA in English 0733 GMT 23 Mar 87 


[Text] Beijing, 23 Mar (XINHUA)--Entrepreneurs representing 19 provinces 
and cities believe rural enterprises will continue to develop. 


These rural business people discussed and analyzed the current trends 

in rural enterprises at a 6-day rural entrepreneurs’ conference sponsored 
by the ministry of agriculture, animal husbandry and fisheries which 
ended here Sunday. 


“Rural enterprises should maintain a collectively-owned system, while 
also depending on townships, villages and individuals for support," 
they suggested, adding developing lateral cooperation, perfecting the 
responsibility system, and improving product quality should be 

the development focus of rural enterprises. 


At the meeting, vice-chairman of the central advisory commission Bo Yibo 
said, "The nation and the party appreciate the contribution of rural 
enterprises to China's current economic reform." 


To date, 1.6 million rural enterprises employing 72 million workers 
have been opened nationwide, and advisory organizations made up of 
rural entrepreneurs under the guidance of the ministry of agriculture, 
animal husbandry and fisheries have also been founded. 
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AGRICULTURE 


AGRICULTURAL BANK NETWORK TO EASE FLOW OF FUNDS 
HK170236 Beijing CHINA DAILY in English 17 Mar 87 p 2 
{Article by staff reporter Xie Songxin] 


[Text] The Agricultural Bank of China has placed the reform of the rural 
capital market on top of this year's agenda to attract more idle funds and 
relieve China's present capital shortage. 


The bank's plan covers expanding irter-bank borrowing and lending, experi- 
menting with trade bill discounting, and developing money markets to assist 
the development of industries, commerce and farming in rural areas. 


It will also grant more decision-making powers to county-level branches and 
credit cooperatives, which have more than 90 percent of the bank's staff and 
handle 90 percent of the banking business. 


Zhang Jinao, an official of the bank, told CHINA DAILY yesterday that his 

bank has planned co give 60-70 percent of the credit funds allocated by the 
Ministry of Finance to those branches and cooperatives. He said that the 
Agricultural Bank will form a national network of capital borrowing and lending 
to speed up capital flow between banks and make full use of idle funds. 


At present, such provinces as Zhejiang, Jiangsu and Guangdong, where rural 
industry is developed, are suffering from capital shortage, while banks in 
the backward regions do not know how to make the best use of their funds. 


"The network can help make deals between banks who are short of money and 
those who have idle funds," Zhang said. 


So far, there are some 100 money borrowing and lending centers around the 
country, including two inter-provincial ones. 


Last year, the Shenyang-based center dealt with 1.5 billion yuan of inter- 
bank lending and borrowing. It plans to have another gathering next month in 
the city of Hangzhou, Zhejiang Province. 


The Foshan-based center will go to Dalian, Liaoning Province, in May. This 
will be the first visit following last year's business deals in Foshan 
involving 1.6 billion yuan. 
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Meanwhile, money markets will be set up this year in Shenyang, Wuhan, 
Guangzhou, Chongqing, Xian and Nanjing to regulate capital flow between the 
branches of the Agricultural Bank, Zhang said. 


Computers will be adopted to link the information flow between the markets, 
which are located in the six major regions of the country. Money borrowing 
and lending are allowed between the banks operating in different markets. 


So far, two markets have been set up in Shenyang and Wuhan and relevant 
banks and cooperatives meet on a monthly basis. 


The Agricultural Bank of China is also planning to experiment in trade bill 
discounting and selling bonds and stocks for enterprises in major Chinese 
cities this year. 


"Trade bill discounting, instead of credit loans, makes banks and enterprises 
share risks. Bonds and stocks will be one of the major means for the enter- 
prises to raise funds," Zhang said. 
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MINISTRY EXPERIMENTS IN DEVELOPING AGRICULTURE 
HK310400 Beijing CHINA DAILY in English 31 Mar 87 p 3 
[Article by Wen Jia] 


[Text] China's Ministry of Agriculture, Animal Husbandry and Fisheries is 
conducting an experiment to develop agriculture in a way that aids the ecology 
of six different areas. 


According to Ju Chuanlian, an official of the Energy and Environmental 
Protection Bureau of the ministry,the experiment is aimed at gaining 
valuable experience in halting the deterioration of the environment and 
easing energy shortages in rural areas. 


The six experimental units, set up by the bureau last year, represent 
different agricultural types. Four of the units are on the plain of the 
northeast, the Saline plain of the Yellow and Huaihe rivers, and the sub- 
tropical hilly and mountainous lands of south and southeast China. The other 
two are in the arid northwest and on the outskirts of Beijing. 


Soil fertility and the general ecology of these formerly badly damaged areas 
have been improved by adjusting production and developing forests, animal 
husbandry and fisheries. Grain planting and solar energy are also to be 
studied. 


The six units have also raised their economic efficiency, despite their long 
production cycles and short history, Ju said. 


Im Yanjianwan Village of Puqi County, Hubei Province, total output last year 
was 1.7 times higher than before it became an experimental unit. Grain 
output increased by 7 percent despite the fact that only half the fertilizer 
and 20 percent of the pesticide normally used were applied. 


Liuhe Village in Heilongjiang Province, northeast China, nearly tripled its | 
income last year, over 1985, due to changes such as planting grass, raising 
animals and processing farm produce. 


] 








To realize maximum profits with full use of available resources, methane pits 
and solar cookers have been built. Coal and kitchen stoves that are 
economical in their consumption of energy are also used. 


According to the official, the ministry now has more than 200 experimental 
units throughout the country. Supported by the State Economic Commission, 
the Energy and Environmental Protection Bureau of the ministry chose six 
of them as key ones. 


China started its study of ecology-friendly agriculture in the 1970's. In 
recent years, people have paid more and more attention to the study, and the 
popularization of such techniques has expanded as energy shortages and a 
worsening environment threaten. 
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AGRICULTURE 


CURES FOR PROBLEMS IN AGRICULTURAL COMMODITY ECONOMY SOUGHT 


Beijing NONGYE JISHU JINGJI [ECONOMICS FOR AGRICULTURAL TECHNOLOGY] in Chinese 
Wo 12, Dec 86 pp 1-5, 13 


{Article by Chinese Academy of Agricultural Sciences: "Problems in 
pr ost of a Commodity Economy in Agriculture and Policies for Dealing 
With Thea" 


(Text] The Chinese Academy of Agricultural Sciences has organized 25 survey 
teams from among 20 of its research institutes (or offices) for the purpose of 
promoting further orientation of agricultural research work toward the 
building of the rural economy and giving impetus to agriculturai research in a 
larger sense, the better to serve thé policymaking needs of leading bodies. 
Acting on behalf of the academy, during July and August these teams conducted 
rural surveys in 30 counties lucated in 20 provinces (munictpalities and 
autonomous regions). These surveys have been collated to form this overall 


survey report. 
I. Trend of Development of the Commodity Economy in Agriculture 


During the short space of 6 years since the Third Plenum, major breakthroughs 
have been scored in reform of the rural economic system resulting in 
unprecedented vigor in China's rural economic life and virtual solution to the 
problem of sufficient food and clothing for the country's 800 sillion 
peasants. Between 1978 and 1984, gross output of grain rose at an average 34.2 
billion jin per year thereby removing the long-term grain shortage that had 
existed for 30 years following founding of the Chinese People’s Republic. The 
ebb-and-flow situation that had existed for so long in cash crops such as 
cotton and o1l-bearing crops was also turned around, gross outputs for each 
more than doubling. Rural reforms are continuing to develop more pervasively 
today. Nevertheless, reform is an extraordinarily complex process that 
proceeds in an orderly way, step by step. Smooth progress in reform requires 
timely comprehension of new trends in reform. We believe that at the moment 
the trend is manifested primarily in two regards as explained below. 


A. During the Process in Which New Economic Forms Are Replacing Old Ones, the 
Old Forms Continue To Play a Role and Restrict Coordinated Development of a 
Commodity Economy in Agriculture: Following year-after-year bumper harvests 
in agriculture, there was a slight surplus of grain and a large inventory of 
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cotton, which was reflected everywhere in "difficulty in selling grain" and 
"difficulty in selling cotton." This prompted a consequent national reform of 
the procurement and marketing system and further readjustment of the structure 
of rural industry. In 1985, results of the readjustment ameliorated 
"difficulty in selling" pressures for major agricultural products, and the 
structure of rural industry was also nudged in a sensible direction. Average 
rural per capita earnings for the year also showed a substantial increase at 
the same time. Nevertheless, a decline also took place in peasant enthusiasm 
for growing grain, and both the grainfield area and output greatly declined. 
Contradictions between the old production and marketing system and development 
of a commodity economy became increasingly manifest. In 1986, the central 
authorities took a series of actions to strengthen agriculture and grain 
production, and the grain situation recovered remarkably. Nevertheless, in 
the course of the survey new situations were observed that resulted from 
friction between new and old economic forms. Everywhere fixed procurement 
contracts or commissioning of assigned procurement became mandatory quotas or 
even exactions as a practical matter, and many places closed their grain 
markets. Following a loosening of restrictions on cash crops such as tea, a 
regional level-by-level tightening occurred in many places, with the result 
that commodities that had been invigorated came to be “controlled to death." 
The former old economic forms continue to play an important role, which hurts 
development of a commodity economy in agriculture. 


B. Lack of Reserve Strength in Agriculture Limits Sustained Growth of 
Agricultural Commodity Production: Once an output-related family contract 
responsibility system was instituted, it aroused great peasant enthusiasm, and 
energy for the capital construction of agriculture that had been pent up for 
many years was suddenly released. Between 1978 and 1984, chemical fertilizer, 
the total power of farm machines, and the amount of rural use of electricity 
each increased by approximately 80 percent. This provided a material 
foundation for the tremendous growth of agriculture that has taken place 
during the past several years. However, during this period of high-speed 
development, insufficient attention was given to the problem of reserve 


strength in agriculture. 


The foregoing two trends of development show that a fairly long period of time 
is required for new economic forms to replace old ones and for reserve 
strength in agriculture to increase. Friction is unavoidable in reform, and 
problems that arise in reform oan only be solved by using reform methods. [If 
new policies and new measures for reform cannot be matched and implemented in 
a timely fashion and if new economic forms are not vigorous during the process 
of replacing the old with the new, a short process of ebb and flow or a slow 
growth period are likely to ocour in the agricultural commodity economy. This 
situation deserves sufficient serious attention. 


II. Major Problems Today in Development of the Rural Commodity Economy 


The main feature in the second step of rural reform is a speedup in the 
transformation of the country's rural economy from a natural economy of self- 
sufficiency and semi-self-sufficiency to a commodity economy. It is precisely 
this rapid change in replacing the old economic system with a new one that has 
caused the outbreak of some problems in today's rural economy and that has had 
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an increasingly widespread and profound effect on town and village economic 
development manifested in a concentrated way by imbalance between the total 
supply of and total demand for agricultural products, very little elasticity 
in total demand consequently occasioning considerable fluctuations in total 
supply. 


A. Disjointedness Between Production and Sale of Major Cash Crops Making It 
Difficult to Avoid Major Fluctuations: A look at cash crops for which the 
commodity rate is fairly high shows varying degrees of great rises and falls 
in recent years. This has resulted primarily from the ineptitude of certain 
regions and departments in the use of markets and the regulatory role of 
prices, a lack of effective macrocontrol, “cutting when there is too much and 
catching up when there is too little," and powerlessness to maintain balanced 
development of production and demand. This has been demonstrated most 
conspicuously in cotton. It has been estimated that the 1987 cottonfield area 
will agein be 15 million mu less than in 1985. This is primarily because 
cotton growing has been expanded too aggressively during the past 2 years and 
because too much cotton is stored in warehouses. Consequently, the state has 
lowered procurement prices and, more particularly, procurement units in some 
areas have artificially lowered grades and reduced prices in order to reduce 
procurement. Survey shows that as a result of the lowering of grades and the 
reduction of prices in Anyang and Tangyang counties in Henan Province, the 
average grade for cotton sold in 1985 was 4.44 versus 2.43 in 1983, and stated 
fiber length for 1985 was 25.92 om versus 27.63 om in 1983. The procurement 
price of ginned cotton slid from 2.021 yuan per jin in 1983 to 1.503 yuan per 
jin in 1985, a 25.7-percent drop in the sale price of cotton. According to 
estimates from Shandong Province, the lowering of grades has meant a loss in 
peasant earnings of 30 yuan per 100 jin of ginned cotton sold. The great 
twists and turns in cotton production in China during the past 2 years have 
dampened peasant enthusiasm for growing cotton, and this is extremely bad for 
the development of future cotton production. Similar problems also exist in 
tobacco, hemp, sugar, silk, and tea as well as in livestock products. An 
example is the "fruit craze" of the past several years. Not only has there 
been no abatement in the craze, but rather it has become greater. As prices 
have shot up, a loss of control has resulted in both south and north China. In 
Liaoning Province, for example, more than 100 million fruit trees were planted 
during 1985 and 1986. In Nanchong Prefecture in Sichuan Province, even though 
output of oranges in some villages is already mure than 10 million jin, plans 
call for an average 50 to 70 trees per capita. After there has been large- 
scale unplanned development as a result of looking only at prevailing high 
prices, later on a latent crisis ocours in the development of fruit production 
when transportation, storage, and processing facilities cannot keep pace and 
as a result of restrictions imposed by the capacity of the market. 


B. "When Grain Is Cheap the Peasants Suffer," When Grain Farmer Enthusiasa 
for Production Is Not High, Steady Increase in Grain Is Hard To Maintain: In 
1985, China's gross output of grain was more than 50 billion jin less than in 
1984, Though natural disasters certainly account for part of the loss, 
nevertheless, unfair price policies and some regulations that were bad for the 
development of grain production and that dampened grain farmer enthustasm for 
production were the main reasons. Every jurisdiction reports strongly that 
the “inverse 3:7 ratio” grain price caused losses for grain farmers. Farmers 
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gained no real benefit, and farmers that supplied commodity grain had their 
grain purchased at a reduced price. In addition, once the sale of other 
agricultural products had been liberalized, prices of many cash crops rose 
tremendously and economic benefits from them were clearly higher than from 
grain. In Fuyang Prefecture in Anhui Province, net income was between 3 and 
16 yuan per mu of grain in 1984, but net income was between 70 and 100 yuan 
per mu for ambari hemp. In Weizhou Prefecture, net income from ramie was 1,686 
yuan per mu and net income from watermelons was between 480 and 635 yuan per 
mu. For vegetables, it was 443 yuan per mu and for oranges 260 yuan per mu. 
Meanwhile, net income for a yield of 700 jin per mu of paddy was only 56.67 
yuan. The gap in cash earnings between grain and cash crops as well as the 
higher earnings in industry and business made the peasants unwilling to engage 
in grain production. After the grain procurement system changed from assigned 
procurement to fixed-contract procurement, in order to fulfill their fixed 
procurement quotas for grain, some grassroots-level units accustomed to the 
former method of issuing administrative orders transformed fixed-contract 
procurement into mandatory quotas. The peasants reacted extremely badly to 
this. They felt that "contract or not, there was still a quota to fulfill." 
"Commodities are natural equalizers." Some policies and methods currently 
violate economic laws and dampen peasant enthusiasm for developing commodity 
grain. This is the crucial point that prevents development of grain 
production. Unless equitable adjustments are made promptly, it will be 
impossible to maintain a steady increase in grain production. 


C. Reduction of Material Investment in Agriculture Makes It Difficult To 
Sustain Reserve Strength for Production: Current problems in the supply of 
the means of production used in agriculture are "small amounts, high prices 
and too late.” The masses report "all-around rises in prices for fertilizer, 
gasoline, electricity, and pesticides.” According to a survey done in some 
areas, the price of gasoline has increased from .02 yuan to .40 yuan per unit, 
the price of diesel fuel has risen from .30-odd yuan to .70-odd yuan per 
kilogram, and the price of chemical fertilizer has risen approximately 30 
percent. The peasants say, "The good that the peasants have received during 
the past several years from raising the prices of agricultural products has 
been taken back through a rise in the price of the means of production." As a 
result of the rise in prices for the various means of production, material 
investment has decreased by approximately 20 percent. In addition, the 
peasants have doubts about the policy of long-term contracting of land, so 
they care only for immediate profit and are unwilling to increase their 
investment to make the land more fertile. A survey conducted in six districts 
(or towns) including Yishan and Jinxiang in Wenzhou City showed that 50 
percent less organic fertilizer was applied per mu of paddy fields in 1984 
than in 1980. In Cangnan County, grain fields generally suffer from "four 
nos," namely, no growing of green manure, no hauling of river mud to the 
fields, no application of human excrement, and no growing of duckweed. During 
the past 2 years, in some places having plenty of opportunities for industrial 
sideline production, a substantial number of the peasants have devoted their 
main energies to economic diversification and to township 


enterprises. They farm “make-do fields,” “harvest a crop if there is one, and 
forget it if there isn't,” rarely investing any material or labor. This state 
of affairs hurts the reserve strength of agricultural production. 
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Looked at in terms of state investment, investment in capital construction for 
the development of agriculture has gradually declined in recent years. During 
the Fifth 5-Year Plan, investment in agricultural capital construction 
amounted to 10 percent of total national investment in capital construction. 
This declined to 6 percent during the Sixth 5-Year Plan and it declined even 
further to less than 5 percent during the Seventh 5-Year Plan. Looked at in 
absolute figures, investment in capital construction nationally averaged 1.19 
million yuan per county, 40 percent less than during the Fifth 5-Year Plan. As 
a result of a shortage of agricultural funds in resent years, numerous water 
conservancy facilities have not been repaired for many years and the irrigated 
area has decreased by 14 million mu. In some cases, "problems are endemic." 
Not only is no increase in benefits from agricultural production possible, but 
a latent crisis exists for agricultural production. Cases in which loss of 
control over water conservancy facilities such as reservoirs in some areas has 
resulted in great flood disasters are nothing new. This is a major factor 
limiting future development of agriculture. 


D. In the Spread of Agricultural Techniques, "Lines Have Broken, Networks 
Have Ruptured and People Have Scattered," Making It Difficult To Improve the 
Level of Scientific Farming: During the past several years, the scientific 
and technical corps in rural villages have steadily decreased in some places, 
and agricultural technology organizations have disbanded one after another. 
Quite a few grassroots stations for the spread of agricultural techniques are 
in a state of paralysis or semi-paralysis. Of the 31 districts and townships 
in 8 counties of Sichuan Province that we surveyed, an overwhelming majority 
"had a head but no legs." In Nanchong County, for example, which has 1.31 
million inhabitants and is divided into 13 districts having 101 townships (or 
towns), only 11 districts had appointed 1 technical person and 2 districts had 
appointed no technical personnel. At the township and town level there were no 
technical personnel at all. The spread of new techniques throughout the 
county was done by the county giving instructions to the district and township 
leaders. But since district and township leaders had numerous administrative 
tasks to perform, they were unable to give specific guidance or make 
inspections, so it was difficult to apply techniques where they would do most 
good. There were many reasons for this situation, one of the most important of 
which was failure of leaders to devote serious attention. They arbitrarily 
abolished grassroots organizations for the promotion of agricultural 
techniques and transferred technical agricultural personnel to other jobs. In 
addition, operating funds were source and policies were not implemerted,. This 
seriously prevented the development of promotion work. Today, a “faulting” has 
occurred in the popularization and promotion of science and technology. This 
situation of "dispersal of personnel, breaking of lines and disruption of 
networks" is urgently in need of change. 


III. Policies for Promoting Steady Growth of a Commodity Economy in 
Agriculture 


Coordinated development of a commodity economy in agriculture requires pursuit 
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of a series of correct, effective, and completely complementary policies for 
the industry, and impelling the production structure to fit in with the social 
demand structure, total supply and total demand thereby maintaining balance. 


A. Complete Development of an Agricultural Commodity Economy Is Determined by 
Steady Increase in Grain: In the final analysis, the grain problem is a price 
problem. The key to steady increase in grain lies in equitable readjustment of 
procuremest prices. This is an economic policy action for stimulating peasant 
enthusiasm for growing grain. Today grain as a staple commodity is no long 
restricted by the assigned procurement quotas of the past more than 30 years. 
For the past 2 years, fixed contract procurement quotas have been set. 
Nevertheless, grain remains a state mandatory plan that must be be fulfilled, 
and this causes the pattern of grain production and marketing to tend toward 
greater complexity. Looked at in macroeconomic terms, two requirements have 
to be firmly taken in hand if the grain problem is to be solved. They are, 
first, promotion of sustained steady growth of grain production to insure the 
supply of an average 800 jin of grain per capita. Second is creation of 
conditions for a gradual liberalization of grain prices to insure a steady 
rise in grain farmer earnings. These two interdependent requirements are 
mutually reinforcing and neither one can be dispensed with. 


1. Reliance on material investment and S&T progress to form a capability to 
produce another 100 billion jin of grain: Forecasts obtained through diverse 
channels show that in order to be able to meet demand for a constant 800 jin 
per capita (or a gross output of 900 billion jin) of grain in 1990, the 
grainfield area will have to be stabilized at approximately 1.65 billion mu 
and yields per unit of area will have to increase year after year to insure an 
average annual increase of 30 billion jin of grain. To do this will require an 
expansion of the irrigated area by more than 50 million mu, the additional 
application of between 15 and 20 million tons of chemical fertilizer, an 
increase in total power of farm machinery to 300 million horsepower and the 
improvement of 50 million mu of intermediate- and low-yield fields. It will 
additionally require reliance on S&T progress to increase efficient 
utilization of invested materials such as promotion of scientifically balanced 
fertilization, water-saving irrigation, replacement of grain varieties, and 
the spread of integrated techniques for increasing production. Only through 
the full application of these measures to increase output will it be possible 
to produce the productivity that will increase grain output by another 100 
billion jin. 


?. Readjustment of the distribution of economic benefits from grain and 
creating conditions for liberalization of grain procurement and marketing: 
Grain policies must help protect the interests of grain producers without 
imposing an onerous financia) burden on the state, and they must also also set 
the stage for gradual liberalization of grain procurement and markcting. 
Specific means of doing this include, first of all, continued reduction in the 
amount of fixed-contract procurement and expansion of the amount of grain 
subject to market regulation. Second is persistence in gradual liberalization, 
permitting the expansion of many channels for grain dealings to enliven the 
grain business. Third is planned, step-by-step appropriate increases in grain 
procurement prices and market prices with the goal of complete abandonment of 
grain procurement and marketing by the end of the Seventh 5-Year Plan period. 
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Fourth is perfection of the fixed-contract procurement system with the 
implementation of supply of the means of production at parity. Fifth is 
rational use of credit and tax revenues for vigorous support of commodity 
grain production. Sixth is support for “building of agriculture through 
labor," in order to do more capital construction for grain production. 


3. Solving real problems that inhitit grain production and inspiring the 
enthusiasm of grain farmers and grain departments: One way of doing this today 
when there is no loosening of grain prices is for the state to divert some of 
the money used to subsidize chemical fertilizer to the subsiaization of grain 
so as to increase enthusiasm for growing grain. A second way is to make 
suitable adjustments in the “inverted 3:7 ratio” based on the original excess 
procurement price increase base figures in individual areas in order to reduce 
the bad effects of a decline in earnings in some grain-growing areas. Third is 
an enlivening of channels for the flow of grain among the people, eradicating 
impediments to the flow of grain between one prefecture and another and one 
province and another, bringing grain flow within the state planning system. 
Fourth is a simplification of grain price categories and the formulation of a 
single equitable protective price for grain in order to stabilize the grain 
market and make it easier for the public to get grain. Fifth is delegation of 
authority to procure and market grain, getting away from control by provinces, 
prefectures and counties and moving toward self-regulation for a lightening of 
burdens on the state. 


B. Coordinated Development of Cash Crops Is Determined by Ability To Adjust to 
Market Dewand: Eradication of the large-scale fluctuations and ili-advised 
expansion of cash crops will require providing timely information about market 
demand to localities and peisants and forecasting near- and intermediate-term 
market potential, steady readjustment of cash-crop production, focusing on the 
straightening out of channels for commodity flow and promoting the integration 
of processing storage and transportation and marketing links for relatively 
stable development. 


1. The key to market development lies in the production of top-quality 
products and a diversity of products: Improvement in the quality of cash 
crops depends primarily on the use of advanced S&T and strict administration 
and management as well as economic policies that provide premium prices for 
premium quality. Take the development of flue-cured tobacco, for example. 
Price policies should be used to support greater procurement of top-quality 
tobacco and less purchase or no purchase of inferior-quality tobacco to 
encourage "planned growing, control of quantity, and improvement of quality" 
for quality growing, regionalization, and standardization of cultivation 
techniques. 


2. Institution of strict centralized administration of superior varieties is 
the only way to bring into play the role of increased production: There is an 
urgent need today to take effective action to correct the serious 
mongrelization and regression of superior varieties of cash-crop seeds. 
Planned propagation and centralized seed blending should be instituted for 
jute and ambari hemp seeds, preferably under the centralized administration of 
seed-control units at the provincial level for a turnaround in the present 
situation of numerous avenues and many units being involved in seed dealings, 
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which creates chaos. Cotton seeds should be centrally supplied by seed 
companies at the county level or above who should pay close attention to the 
purification and rejuvenation of existing superior varieties and carry out 
planned replacement of varieties currently in use after conducting regional 
testing of varieties. 


3. Institution of well-advised policies to promote steady development of cash 
crops: The fluctuations of recent years in cotton, rapeseed, jute, ambari 
hemp, and flue-cured tobacco have been attributable primarily to economic 
policies, and particularly to excessive fluctuations in price policies. Facts 
show that there can be no rush to inaugurate or to abrogate simultaneously 
various economic policies for the regulation of production. Cotton output has 
fallen during the past 2 years, but there should be no rush to the 
simultaneous promotion of all possible support policies. This is a way to 
‘vetd the excessive accumulation of cotton in inventory that might otherwise 

.> within a year or two as a result of too great a rise in supports. Most 
i.,prrtant is institution of inspection regulations and the establishment of 
supervisory bodies of which cotton farmer representatives are a part, 
including business and price and auditing units for strict joint control over 
quality standards and the carrying out of procurement policies. 


4, Prompt straightening out of channels for the flow of commodities to enliven 
cash-crop production: Currently, cash crop production is regulated mostly by 
the market; consequently, enlivening of the circulation of commodities is a 
major factor in the development of cash crops. The loosening of procurement 
and marketing of tea in recent years and the invigoration of the tea market 
will mean no further choking of channels for the circulation of tea. In order 
to fulfill their plan procurement quotas, particularly export trade plans, 
some places signed advance agreements directly with production units and took 
economic and legal actions to insure that these contracts were honored. This 
is a desirable way of doing things. In natural silk production, large 
quantities of raw silk have accumulated in inventory, and there are no simple 
economic measures that can be used to curtail production. It is necessary to 
change stifling controls over cocoon, silk, and silk fabric production, place 
long-term reliance on the international market situation and focus on the 
opening of domestic marketing channels, seeking the coordination of cocoon, 
silk, and silk fabric production and marketing. The sustained, high-speed 
increase in all kinds of fruit trees, particularly the planting of citrus 
trees, requires prompt scientific forecasting, timely guidance, earliest 
opening of channels for the flow of fruit and a series of preparations for the 
opening of markets once the fruit has been produced. 


5. Good planning for the construction of various kinds of commodity bases to 
insure steady availability of agricultural products: During the Seventh 5- 
Year Plan, both the state and local jurisdictions will have to invest a 
substantial amount of funds in the construction of commodity bases, and they 
will have to do a good job of planning the places in which these bases will be 
built and how best to use these funds. This is an important problem about 
which scientific validation will have to be done conscientiously before 
decisions are made. All jurisdictions have emphatically reported a need for 
overall planning and coordination in the construction of the various kinds of 
commodity bases. For example, base counties for the production of top-quality 
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cotton’ and export cotton would best be included in a single set of plans. 
Insofar as possible, duplication should be avoided in the construction of 
facilities for the production of improved seed varieties and for the 
processing of unginned cotton while making sure there are facilities for each. 
Improvement and replacement of varieties as well as standardized production 
should be an important component in the building of tea bases. The mix of tea 
varieties grown should also be readjusted, numerous varieties of tea being 
produced in combination. In the case of bases for export tea, the ports 
concerned and the provinces and cities in which the bases are located should 
jointly agree on tea prices and on the relationship between production and 
marketing. They should do overall planning about supplying fertilizers used 
specifically for tea, coal, steel products, and packaging materials, and do a 
good job of providing technical training and exchanging information. 
Simultaneous with continued attention to suburban vegetable production, both 
large and medium-size cities should do early planning for the building of 
vegetable bases in distant suburbs, for the training of technical personnel 
and for improvement of vegetable quality as the only way to insure steady 
availability of vegetables. By way of improving supplies of vegetables 
during off seasons in the eastern part of the country, bases for the growing 
of vegetables in the west for transportation to the east may be built in the 
Hexi corridor of Gans Province, investment being made in the building of 
needed storage facilities with the growing of onions, garlic and production of 
dehydrated vegetables being emphasized. Such a base would not only support 
the eastern part of the country but would also provide supplies for export. 
In some parts of Hexi, output of vegetables, fruits and melons is currently 
high and quality is good. More than 50 different kinds of vegetables can be 
grown, and the commodity rate for vegetables is as high as 80 percent. This 
area's vegetable producing season just happens to occur during the off season 
for vegetables in north China and northeast China, so there is substantial 
potential for development. 


C. Readjustment of the Structure of Rural Industry Is Determined by the Level 
of Socioeconomic Development: Marked readjustments have occurred during 
recent years in the structure of agricultural production. One important factor 
in this readjustment has been the topping of the average 700 jin and 
approaching 800 jin per capita in grain production. Certainly, the adoption of 
a series of regulatory economic policies has also been another important 
factor. However, some problems that have now arisen also deserve serious 
attention. 


1. In read justing the structure of rural industry, attention must be given 
throughout to the role of restricting grain. During the past 2 years, as soon 
as readjustment of the structure of industry has been mentioned in some 
places, attention has focused on a one-sided curtailment of the grainfield 
area without giving serious attention to the development of other resources 
for use. Consequently, it is necessary to keep close watch on the coordinated 
development of all industries in three regards. First is the need to pay 
attention throughout to the basic role of grain when readjusting the 
macrostructure of national agricultural production. Second is the need to 
suit general methods to local situations in looking at the varying extent to 
which grain production plays a fundamental role in the structure of industry 
in different kinds of areas. Third is the need to be sure to give guidance to 
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the peasants as well as to respect fully their right to exercise self- 
determination in farming when adjusting the microstructure of agriculture. 
When the amount of cultivated land is limited, the too rapid development of 
any crop will not only restrict commodity flow channels and the market, but 
development of other crops will also be adversely affected, since the amount 
of cultivated land available for growing them will be correspondingly less. 
During the past 2 years, quite a few places have dug fishponds and planted 
fruit trees on fertile land, going in for cash crops that take many years to 
produce. Inevitably, this has resulted in an intensification of the conflict 
between grain and economic diversification. This trend should attract serious 
attention. 


2. Policies should be integrated in the process of readjustment: One is the 
linking together of two things. The first is the linking of planning methods 
and the market mechanism, gradually expanding the regulatory role of the 
market, plan regulation consequently tending toward stability. Second is the 
linking of liberalization in the microeconomic sphere and control in the 
macroeconomic sphere. While continuing to readjust the structure of rural 
industry, the integration of various policies is also necessary for further 
perfection of the policy of contracting land, the mobility of labor and the 
contract procurement and marketing system. When applying credit to support 
specialized households in the development of production, there has to be a 
clear-cut orientation and measurement of investment so as to prevent excessive 
fluctuations in the process of structure readjustment. 


3. Readjustment of the structure of industry of hardship areas also requires 
further stimulation: A survey conducted in the Wuling mountain region and in 
the Xihaigu region of Ningxia Province shows that not only is it necessary to 
introduce skilled persons, techniques, and capital in order to promote the 
development of grain production, but stimulation of peasant enthusiasm for 
farming is also crucial in readjustment of the structure of rural industry in 
hardship areas. First, administrative methods and economic levers are of 
primary importance in stirring the enthusiasm of peasants in hardship areas to 
develop a bloodmaking model [a basic approach to problem-solving instead of 
using money to make money] in order to get rid of poverty, become wealthy, 
and develop an economy that pulses with life. Second is making sure to 
control market factors, using the role of the market to establish a kind of 
ecor.omic behavior mechanism whereby the peasants can consciously regulate the 
structure of industry. Third is liberalization of policies in an effort to 
attract funds, able people, and resources into hardship areas while 
simultaneously impelling hardship areas to ship out products and labor, 
creating a bloodmaking model. Fourth is the adoption of special policies 
toward hardship areas such as the expansion of self-determination for hardship 
areas and providing a certain amount of preferential taxation to help attract 
able people from outside to do business, work, and run enterprises there. 
Special rules should also apply to the building of market towns and to the 
administration and management of industry and commerce. 


D. Sustained Growth of Agriculture Is Determined by S&T Progress: S&T 
progress in agriculture makes it possible to produce more products from the 
same amount of labor, land, and material investment than was possible before 
S&T progress in agriculture. Simultaneous with the carrying out cf a series 
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of rural reform policies today, prominence must be given to reliance on 
agricultural science and technology as an important policy. 


1. Intensification of work in spreading farming techniques: First of all, it 
is necessary to establish and perfect grassroots service organizations for the 
spread of farming techniques and for implementation of national policies 
regarding the strengthening of organizations and personnel having to do with 
farming techniques, improving the various kinds of emoluments for peasant 
technical personnel in accordance with regulations; increasing insofar as 
possible operating expenses for technical institutions run by peasants, and 
insuring subsidies for carrying out vocational activities and for peasant 
technical personnel. Second, the work of spreading farming techniques should 
be in keeping with readjustments to the structure of rural industry and 
development of a commodity economy, converting from a single technical service 
type to a technical operation service type, and from providing service solely 
during the covrse of production to complete service before, during, and after 
production. 


2. The Agricultural Economy Research Institute of the Chinese Academy of 
Agricultural Sciences has determined that in the intensification of 
agricultural scientific research work, during the Sixth 5-Year Plan, the role 
of agricultural S&T in increasing agricultural production amounted to 
approximately 30 to 40 percent. The spread during this period of breakthrough 
techniques in hybrid rice, plastic ground mulch, multiple methods for the 
prevention and control of crop diseases and insect pests and improvement of 
low-yield fields also played a tremendous role in increasing production. Most 
of the S&T advances and the prizewinning results obtained during the Sixth 5- 
Year Plan were built on the foundation of research accumulated during many 
previous years. In order for the role of agricultural S&T to achieve an 
approximately 50-percent increase in agricultural production during the 
Seventh 5-Year Plan, effective actions will have to be taken, particularly 
providing needed funds for intensifying agricultural scientific research work. 
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AGRICULTURE 


PLAN TO AID POVERTY-STRICKEN AREAS PROPOSED 
0W290914 Beijing XINHUA in English 0630 GMT 29 Mar 87 


[Text] Chengdu, 29 Mar (XINHUA)--China will draft a plan for developing 
commodity production in its poor regions by the year 2000. A tentative program 
will be put forward by the first quarter of 1988, a leading Chinese official 
has announced here. 


About 200 counties, or one-tenth of the nation's total, mostly located in 
mountainous and border areas and areas inhabited by minority ethnic groups are 
rated as such areas, where annual income of peasant families is below 200 yuan 
(U.S. $54) per person. 


Xu Qing, vice-minister of China's state planning commission, was speaking at 
a national conference held here to discuss long-term development for such 
areas. | 


"The proposed development plan is aimed at weaving the present efforts into a 
long-term plan and more effectively using the huge amount of funds and 
materials provided by the government to these areas," he said. At present, 
development projects there are usually undertaken by separate departments 
without an overall plan. 


In 1985, the state's investment in poor areas amounted to 5.6 billion yuan 
(U.S. $1.412 billion) and last year the state added one billion yuan more, 
according to Xu. 


"A leading group, appointed by the State Council to guide the impoverished 
area's economic development, will be responsible for drafting of a plan to 
improve agriculture, breeding, processing, transportation and energy, said 
the vice minister who is a deputy head of the leading group. 


It will be included in the overall plan of the national economy and social 
development of China, he said, adding the program will be carried out by 
departments of the State Council and provinces and cities. 
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PRC ATTEMPTS TO INCREASE FORESTED AREA 
HK310320 Beijing CHINA DAILY in English 31 Mar 87 p 1 
[Article by staff reporter] 


[Text] China intends to plant 27.7 million hectares of trees in the next 
five years, in an effort to improve its environment and help reverse the 
region's decline in forest resources, said Yang Zhong, the minister of 
forestry, in his opening speech at the 13th session of the Asia-Pacific 
Forestry Commission yesterday. 


Government officials from 15 countries and representatives from the UN Food 
and Agriculture Organization (FAO) attended the session. 


"The Chinese Government has decided that during this per‘od, the goal of 
forestry development should be to adopt necessary policies to increase forest 
resources,” Yang said. 


“Investment will be increased, and forest felling reduced. Extensive efforts 
will be continued to close barren hills, to allow afforestation; the afforesta- 
tion drive on the plains will be stepped up; the construction of the shelter- 
belt (in China's northwestern, northern and northeastern regions) will 
continue, and forests will be established to conserve headwater on the Taihang 
Mountains and on the upper and middle reaches of the Yangtze River." 


Statistics show that China's forests now cover 12 percent of the country's 
total area, compared with 8.6 percent in 1949. "Since the launch of the 
nation-wide compulsory tree-planting campaign in 1982, over 200 million people 
have taken part in it each year, and a total of over 5 billion trees have been 
planted in the past five years," Yang said. 


He said that in the arid and semi-arid areas in China's northern regions, | 
6.055 million hectares of trees have been planted, raising the forest cover 
from 4 percent to 5.6 percent. In the agricultural plain areas, 643,000 
hectares of farmland shelter woodlands have been created. 
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New progress has also been made in developing timber forest bases consisting 
mainly of state-owned forest areas, state forest farms and collectively owned 
forests in south China, Yang noted. 


China has also made achievements in timber processing, forestry research and 
education, and tree farming, he said. 


Yang pointed out that problems in forestry remain and China will try to solve 
them in cooperation with foreign countries. 


"China's forestry planting scheme is positive although it is facing many 
problems," said Dr M.A. Flores Rosas, assistant director-general of the 
Forestry Department at the FAO after the meeting. 
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AGRICULTURE 


FORESTRY MINISTER ON AFFORESTATION, UN CONFERENCE 
0W262026 Beijing XINHUA in English 1609 GMT 26 Mar 87 


[Text] Beijing, 26 Mar (XINHUA)--China will plant 27.7 million hectares of 
trees between 1986 and 1990, according to Yang Zhong, minister of forestry. 


"China is taking the action in a bid to improve the country's natural exuviron- 
ment and halt the serious decline in the world's forests, especially in the 
Asia and Pacific regions," Yang said as a preface to the opening of the 13th 
session of the Asia-Pacific Forestry Commission scheduled for 30 March in 
Beijing. Government officials from 17 countries and representatives from 

the United Nations Food and Agricultural Organization will attend the session. 


Yang told XINHUA in an interview, "the Chinese Government is attaching great 
importance to afforestation and making it an integral part of state policy." 


Currently, China's forests cover 12 percent of the country's total area, com- 
pared with 8.6 percent in 1949, and shelter-forests account for 14 percent of 
the total forested area. 


"To expand forest coverage, China has planted 1.3 million hectares of farmland 
in trees over the past two years," Yang disclosed. "Over the past five years, 
an average of 200 million people volunteered in the nationwide afforestation 
drive annually, and have planted over five billion trees," Yang noted, adding 
500 million trees planted ‘in China's cities have increased urban forested 
areas by 50 percent." 


In order to fight wind, sand and soil erosion in northern China, the govern- 
ment has launched a large campaign to grow shelter-forests in these areas. 
The first phase of the project has already been completed, with 6.05 million 
hectares of trees planted, which protect 8 million hectares of farmland. 


Progress has also been scored on China's plains where forest coverage in 
422 counties in north and central China has been increased to the present 
10.7 percent from only 2 percent before 1949. 








China has also made remarkable achievements in timber processing, forestry 
research and education, and tree farming, Yang pointed out. 


"The country is still facing problems of dwindling forests, shortages in 
timber supply, and environmental pollution,” Yang warned, adding new 
techniques will be implemented to meet these challenges. 


Future projects include more shelter-forests in northern China and coastal 
areas, accelerated afforestation of the country's plains and areas along 
the middle and upper reaches of the Yangtze River, Yang said. 


/9738 
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BRIEFS 


IRRIGATION ALONG YELLOW RIVER--Lanzhou, 26 Mar (XINHUA)--China is engaged in 
a@ program along the Yellow River that will add large amounts of irrigated 
land to the country's dwindling farm land. According to officials, old 
irrigation facilities will be reinforced and new ones built in the area. 

The project will affect more than 100 million people and 20 million hectares 
of cultivated land along China's second largest river. Estimates show less 
than one-fifth of the cultivated land in the area is irrigated. One-third 
of the total area can be irrigated with water from the Yellow River. Officials 
said newly developed irrigation facilities in some areas along the river have 
increased the per hectare yield of grain by 450 kilograms and corn by 750 

to 1,250 kilograms. They said new irrigated land had also helped more than 
160,000 farmers migrate from poor mountainous areas in Gansu Province and 

the Ningxia Hui Autonomous Region. [Text] [Beijing XINHUA in English 0318 
GMT 26 Mar 87 OW] /9738 
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HENAN CITY DOES WELL IN ORGANIZING LABOR MARKET 
HK140529 Zhengzhou Henan Provincial Service in Mandarin 2300 GMT 13 Mar 87 


[Text] Xinxiang City has actively organized a labor market, thereby enliven- 
ing the employment setup and stimulating rational mobility of the labor force. 


In the wake of the deepening of the economic structural resources, the prac- 
tice of simply relying on an administrative and closed-style centralized job 
placement system with regard to labor resources is very far from meeting the 
needs of society. To promote the rational mobility of the labor force, since 
January last year, the city hes set up labor markets at three levele--city, 
district, and neighborhood--under leadership and in a planned way. The whole 
city has organized 236 labor teams of various trades. It has assigned 25,000 
labor service personnel to enterprises, undertakings, and unite, sent 13,000 
temporary workers there, and provided 1,640 domestic service personnel for 
customers. 


This move in setting up labor marketa has been welcomed by people seeking an 
ideal job and those looking for employment, and has also provided very good 
conditions for enterprises, undertakiiugs, and units to solve their shortage 
of talent. 


Last August, the Xinxiang refractory materials plart signed a contract to 
supply a large amount of goods to a customer. The goods has to be delivered 
within 2 months. In accordance with the requirement for workers of various 
trades, the labor market sent 160 workers to the plant within 2 days to take 
part in this production job. All of them fully met the plant's requirements. 
The production task was fulfilled, netting 380,000 yuan in profit for the 
plant. 


/6662 
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CHINA PRACTICES RETIREMENT INSURANCE SYSTEM 
OW201043 Beijing XINHUA in English 0843 GMT 20 Mar 87 


(Text] Beijing, 20 Mar (XINHUA)--Labor insurance departments nationwide 
are collecting retirement pensions from state-owned enterprises to promote 
the current labor system reform, the PEOPLE'S DAILY reported today. 


Under the new syetem, each enterprise has to pay its local insurance 
company a certain percentage of its employees’ total wages before turning 
in taxes, and the insurance company distributes the retirement pensions 
for the enterprises. 


Before 1966, the central government monopolized the collection and 
administration of retirement funds, but this system was disbanned during 

the “cultural ravolution" (1966-1976). "Since 1969, enterprises have 

had to pay retirement pensions directly to retired employees «2 an additional 
expenditure,” the paper said. 


"Individual enterprises have found it increasingly difficult to handle 
accounts for the growing number of retired workers, and it is especially 
difficult for long-established enterprises with many retirees," the 
report sa‘d, 


"In 1978, the number of workers retired from the country's state-owned 
enterprises was 2.84 million, who collected retirement pensions 
totalling 1.6 billion ywan," the report said, “but at the end of 1986, 
the number soared to 13 million, with retirement funds rising to over 
13 billion yuan.” 


According to the report, now Shanghai, Beijing, Guangzhou, Wuhan, Shenyang, 
Dalian and Qingdao have all introduced the new retirement pension systen. 


/12624 
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POPULATION 


LIAONING VICE GOVERNOR SPEAKS O™ FAMILY PLANNING 
SKO70900 Shenyang Liaoning Provincial Service in Mandarin 1030 GMT 5 Mar 87 


[Text] The provincial work conference on family planning concluded on 5 March. 
The conference put forth that the province's future work in family planning 
should be carried out in a particularly serious manner. 


At the work conference, Vice Governor of the province Lin Sheng delivered a 
speech in which, by stressing this point, he emphatically stated: Efforts 
should be made to set forth strict demands in various family planning work, 
to strictly enforce the policy on family planning, and to resolutely bring 
the excessive growth of population under control. 


In enforcing the policy on family planning, we should keep our ste, unchanged 
in a dozen of years and vigorously and continuously encourage each couple \ 
to have one child. Efforts should be made to enhance the propaganda work 
and the work of creating public opinions for the drive and to place work 
emphasis in this regard on the rural areas and the grassroots-level units, 
Villages that have not set up the network of family planning activities 
should restore or improve their work in this regard within the first quarter 
of this year. Townships, villages, and villagers’ work groups should assign 
full-time personnel in charge of the family planning work. To this end, 
efforts should be made to deal with the issue of rewards in a reasonable 
manner. Leading personnel at all levels should enhance their leadership 
over the work and hold themselves responsible for a local failure in this 
regard. 


/6662 
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POPULATION 


BRIEFS 


CHINA TO SURVEY FEMALE POPULATION--Beijing, 24 Mar (XINHUA)--Next month 
China will start a survey to determine the number of women at child-bearing 
age to collect daca for future policies related to population control. 
"With state council approval, China's highest governing body, the survey 

v .11 involve women living in Beijing municipality, and Liaoning, Shandong, 
( sangdong, Guizhou and Gansu Provinces," the state statistics bureau 

é mounced today. The survey is the second of its kind, following the 
first one done in Shanghai municipality, and Hebei and Shaanxi provinces 
two years ago. The survey will request information from women under the 
age of 50, and hopes to colléct data on marital status, plans for having 
& family and contraception. [Text] [Beijing XINHUA in English 1239 GMT 
25 Mar 87 OW) /12624 


BEIJING POPULATION INCREASES--Beijing, 12 Mar (XINHUA)--The Chinese capital 
city of Beijing had 9.71 million people at the end of 1986, some 133,000 


of whom were newly added last year, according to statistics from the municipal 


registry office published today. A recent sample survey indicates that 
Beijing's birth rate in 1986 was 15.82 per thousand, an increase of 0.37 
per thousand over the previous year, and the natural increase rate was up 
from 9.7 per thousand to 11.3 per thousand over 1985. Mayor Chen Xitong 
calculated that if the Beijing population increases at this speed, it will 
top 10 million in 1989. A Beijing population expert said that the city 
intends co control the natural population increase at 10 per thousand in 

an attempt to hold the population within 9.85 million. According to the 
expert, 98 pcrcent of child-bearing-age couples practice contraceptive 
measures. [Text] [Beijing XINHUA in English 1458 GMT 12 Mar 87 OW] /12624 
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TRANSPORTATION 


SUCCESS OF CHANGZHOU-SHENZHEN RAILWAY STUDIED 


Hong Kong LIAOWANG [OUTLOOK] OVERSEAS EDITION in Chinese No 3, 19 Jan 87 
pp 16-17 


[Article by Wang Zhigang [3769 1807 4854] and Qi Xiu [2056 0128]: 
"Enlightenment From the Completion of the First Phase of the Guangzhou- 
Shenzhen Railway Double Tracking and Electrification Project" ] 


[Text] In mid-January, the double track of the railway between Guangzhou and 
Shenzhen was officially put © o service. The maximum number of trains 
running between the inte: nd Hong Kong was 35.5 each way per day, when 
the railway was single tra. -d. The number can now be increased to 90 each 
way per day. This wili nave a great impact on strengthening the political 
and economic ties between the mainland and the Hong Kong and Macao area and 
on promoting the prosperity of the Shenzhen SEZ. 


The double tracking was the first phase of the Guangzhou-Shenzhen Railway 
renovation project. In the second phase, the railway will be electrified. 


The Birth of the Guangzhou-Shenzhen Railway Corp 


The significance of the successful completion of the first phase of the 
Guangzhou-Shenzhen Railway's renovation lies not only in the laying of the 147 
km double track, but, even more important, in the uniqueness of the project 
both in the way it was developed and in organizational form. The project is 
financed with funds raised by the Guangzhou-Shenzhen Railway Corp itself. 
China's railway system is now being reformed from top to bottom with the 
objective of putting railway management on a "contract" basis, and the success 
of the Guangzhou-Shenzhen Railway Corporation is used as a model. 


Guangzhou is China's southern gate, and Shenzhen is the link between the 
interior and Hong Kong. Since the implementation of the policy of opening 
to the outside world, Shenzhen, the biggest town in this part of China, 

has prospered. The number of passengers arriving and departing through 
Shenzhen has increased from more than 2 million each year before the opening 
to more than 20 million each year now. The main transportation artery, the 
Guangzhou-Kowloon Railway «sas obsolete and rundown, far from capable of 
meeting the traffic load. 
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In 1979, the Hong Kong side made an investment of HK $3.5 billion to rebuild 
the 34-km section within the boundaries of Hong Kong of the dilapidated 
Guangzhou-Kowloon Railway, which was built in 1907. Nearly 5 years later, 

in July 1983, a doubletrack electrified railway line of international 
standards of the 1980's was completed. Since then, the old boxlike trains 
that had run for more than half a century on the Hong Kong side of the border 
have been replaced by high-speed electric trains running at 15-minute inter- 
vals. 


The modernization of the Hong Kong section of the Guangzhou-Kowloon Railway 
was in sharp contrast to the Guangzhou-Shenzhen section which remained 
unchanged. Many overseas Chinese, who had left China when young and returned 
in old age, were disappointed when they crossed the border and switched to 
trains of the motherland. They were disappointed because "decades have 
passed, but nothing has changed." 


The leading department concerned of Guangdong Province and the Guangzhou 
Railway Bureau made a report to the state on completely rebuilding the 
Guangzhou-Shenzhen Railway. There was only one problem: where was the money 
to come from? 


The Guangzhou Railway Bureau chose to raise funds cn its own, and make the 
railway pay for itself. 


The Guangzhou-Shenzhen Railway Corp, known as the "no 1 seed" of China's 
railway reform, was established with the approval of the Ministry of Railways 
and other related ministries and commissions of the State Council on 

1 January 1984. The state gave permission to the corporation to be the first 
to run a railway under contract, under which it “operates independently, 
assumes responsibility forits own profits and losses, raises its own funds, 
and carries out its own renovations." The corporation receives no money from 
the state, but relies on itself to make a profit and use it to carry out the 
doubletracking and electrification of the Guangzhou-Shenzhen Railway. 


The Power of the "Gaungzhou-Shenzhen Model" 


Three years have passed. With the successful completion of the first phase of 
the railway's doubletracking and electrification project, the corporation 

has the following financial report to show the public: Adjusted for freight 
rate increases and other special factors, the corporation's performance has 
greatly improved in the past 3 years. Compared with 1983, the railway's 
income increased 35 percent in 1984, 93 percent in 1985, and 135 percent in 
1986. Compared with the average performance of China's railways as a whole, 
in 1985, the corporation's income per km of railway in operation was 1,833,000 
yuan, or 4.3-fold the national average of 433,000 yuan; its per capita 
receipts of 59,300 yuan was 8.5-fold the national average of 7,000 yuan; 

and its per capita profit of 13,000 yuan was 6.6 times the national average 
of 1,972 yuan. The corporation controls only 3-thousandths of the total 
length of China's railways, but earns 16-thousandths of China's railway 

income as a whole. Moreover, its annual foreign exchange earning of more than 
$40 million accounts for 75 percent of the foreign exchange earned by China's 
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railways as a whole. Of course, the corporation's most conspicuous achievement 
is that it has relied entirely on itself to accumulate the 420 million yuan 
needed for the doubletracking project. So much more has been accomplished by 
the same railway and same people since the reform of the management system! 


The Guangzhou-Shenzhen Railway Corp's success has inspired people's confidence 
in railway reform. Its practice has stimulated people's thinking on railway 
reform. Drawing from the corporation's experience, Minister of Railways Ding 
Guangen [0002 7070 2704] made aproposal to the state on implementing a system 
of contracted responsibility. Under this system, the railways guarantee to 
fulfill freight targets and capital construction projects included in the 
Seventh 5-Year Plan, and, at the same time, do not have to turn over their 
income to the state. 


Thus, railway reform in China took a crucial step forward: in order to speed 
up the development of the railway system, the railways will operate independ- 
ently, assume reponsibility for their own profits and losses, earn their own 
keeping, and pay for their own growth. The "Guangzhou-Shenzhen model" has 
been recognized by the Ministry of Railways and other railways in China. 

What are the things that have made this model a success? 


The Enterprise Has Really Come to Life 


How can the change in management system make so much difference in input and 
output? What is the Gaungzhou-Shenzhen Railway Corp's secret of success 

that it has been able to make progress in both construction and transportation, 
double and redouble its income, and rank first among China's railways for 
performance? 


Yang Qihua [2799 0366 5478], president of the Gaungzhou-Shenzhen Railway 

Corp, said: The secret lies in running the railway as a real "business." The 
corporation has rights, responsibilities and interests; it makes money from 
its railway operations and finances its own development; it demonstrates the 
importance in having railways designed and built according to the needs of the 
users; employees' wages and benefits increase as business picks up, and, 
therefore, they have an interest in the corporation's success. Thus the 
enterprise has really come to life. This is the major factor, and all other 
experiences are determined by and derived from it. 


Under the old railway management system, power is highly concentrated. Revenue 
and expenditure are handled separately. The railways deal orly with trans- 
portation and have no say about investment. All income is turned over to the 
State. Railway expenditures and construction funds are allocated by the state, 
and not the Ministry of Railways. The next year's plans are not made known 
even at the end of this year. The railways need not and are not allowed to 

use their own brains. They have novigor and are in the habit of relying on 

the state for support. 


Since the Guangzhou-Shenzhen Railway began operating under contract, it has 
become an independent commodity producer with full authority for its own 
management. The railway's independent management power was granted on condi- 
tion that it would fulfill certain appropriate responsibilities: It will 
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pay taxes and turn over a portion of its profits to the state, increasing at 
an annual rate of 2.32 percent. In addition, it will invest a total of 700 to 
800 million yuan out of its own profits to complete the doubletracking and 
electrification of the Guangzhou-Shenzhen Railway within 5 years. 


The importance of the responsibilities matches the power of independent manage- 
ment. To fulfill the important goals, the enterprise is motivated to use its 
power in a creative way. What was a passive railway has turned into a vigorous 
and progressive enterprise. 


To open up new sources of income, the enterprise has turned its eyes to what 
has long been ignored by railways. Its operations, limited to passenger and 
freight traffic in the past, are now developing in all directions, different 
forms, and at different levels. In conjunction with passenger and freight 
transport, it has started bazaars, restaurants, advertising and tourist 
business. To meet the habit of Hong Kong travelers, morning tea, self-service 
meals and native-flavor foods are served on board trains. Sales of manufac- 
tured goods and special local products on board have also become an important 
business. More than 100 products, such as sesame candy from Hubei, preserved 
eggs from Hunan, "tieguanyin" tea from Fujian, etc., are sold on trains. 
Passengers call trains "mobile stores." These diversified sales activities 
are making more money than the dining cars. 


The corporation has also invested in big business in connection with railway 
transport. The Shenzhen Railway Station and a Hong Kong firm jointly set up a 
company to produce lightweight lunchboxes for travelers. The company is making 
a profit of more than 15 million yuan a year. In the past, nobody cared about 
how many trains were running. Now, they are trying in every possible way to 
increase the number of trains and tap the last drop of potential capacity. 

The number of through trains between Guangzhou and Kowloon has increased from 
two to four daily, and this alone has increased foreign exchange earning by 
$12 million a year. Moreover, the double track was laid and put to use section 
by section. Even before the completion of the double tracking of the entire 
Guangzhou-Shenzhen line, the number of air-conditioned train runs had increased 
from 7 each way to 15 each way daily, cutting down passengers' waiting time 

to almost zero. The big increase in transport capacity has not only solved the 
chronic shortage in passenger and freight carrying capacity. In fact, the 
problem 10w is that there are not enough passengers to fill trains. Asa 
result, a fierce competition has developed between the railway and the bus 

and trucking industry, both trying to win over passengers and freight by 
offering better services. 


One important measure is to make it easier to buy tickets. At the Shenzhen 
Railway Station, the number of ticket windows has increased from 7 to 20. 
Tickets can also be bought at more than 40 guesthouses in Guangzhou, Shenzhen, 
and 7 or 8 places not directly served by the railway, including Zhongshan and 
Shunde. In addition, reservations can be made by phone around the clock, and 
the time for reservations has been extended from 3 days to 10 and even 60 
days. 
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The corporation has gone to even greater lengths in tapping potential freight 
transport capacities. In the past, freight trains to Hong Kong often had 
nothing to carry on their return trips. It was a loss to the state, anu no one 
cared. Commodities procured in Hong Kong were in most cases shipped by sea to 
some Chinese ports and then transshipped by rail, which was a waste of both 
time and money. Since its establishment, the corporation has looked for 
freight by calling on shippers directly and offering to deliver goods to their 
doorsteps. The number of freight trains utilized on their return trips has 
increased from an average of 9.6 per day before the establishment of the 
corporation to an average of 46 per day in 1986. The foreign exchange earnings 
from this amounted to an equivalent of 40 million yuan in 1986 alone. The 
corporation has also sent teams to other cities, such as Meixian in Guangdong 
and Wuzhou in Guangxi, to make deals in freight transport. This service is 
praised by shippers as "trackless trains." 


Tiny streams converge into rivers and seas. The railway's potential is 
amazing. In 1984, the first year the corporation was in business, its income 
totaled 153 million yuan, a 35-percent increase over 1983 before the corpora- 
tion's "contract" went into effect; the corporation’s income was 205 million 
yuan in 1985, a 93-percent increase over 1984; and its income was 264.24 
million yuan in 1986, a 28.4-percent increase over 1985 [all figures as 
published]. All these figures are far above the national averages of railways 
taken as a whole. 


Another major superiority of the Guangzhou-Shenzhen model is in its unified 
planning, which gives due consideration to both capital construction and 
transportation needs and contributes tc increasing transport capacities. Under 
the old system, railway renovation projects, large.or small, must be submitted 
to higher authorities for approval. Now, the corporation can suit capital 
construction to transport needs and give priority to what is urgently needed. 
Completed portions are put to use, while construction continues. Not only is 
the interference of capital construction to transportation reduced to a 
minimum, but the best possible use is made of the newly built railway sections. 
Before the establishment of the corporation, the railway's saturation point 
was reached with a daily average of 35.5 trains running each way. With 
continuing renovations and increases in train runs following the corporation's 
establishment, the number of trains was increased to 65.5 each way daily by 
the end of 1986. 


Railway capital construction in China has always been divided into three 
separate branches: planning, construction, and operation. The three often 
proceed from their own interests, which are often in conflict with one 
another. The planning departments try in every possible way to cut down 
investments. The construction departments, proceeding from a construction 
viewpoint, compete with the transport departments for use of railway lines 
and cars. The operations units want things big and foreign and often submit 
exaggerated plans and budgets. The Gaungzhou-Shenzhen Corp has solved this 
traditional problem by forming a new "three-in-one" capital construction 
system. In the Guangzhou-Shenzhen Railway double tracking and electrification 
project, the corporation has really followed the principle of keeping the 
overall situation in mind, making accurate calculations, cutting down invest- 
ment, improving management, expanding transport capacity, and speeding up 
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construction. Moreover, in the past, the designing and construction units 
were designated by higher authorities by administrative means to prevent 
outsiders from takinga share. Now, with its power of independent management, 
the corporation has broken away from the railway system to invite bids from 
construction and designing units all over the country, and work is awarded 
to the most competitive. The previously mentioned reform measures have made 
it possible to complete the railway's first-phase renovation 1 yea.’ ahead or 
schedule while cutting construction costs 10 percent. 


The Guangzhou-Shenzhen Railway Corp's successful experience has won recognition 
of relevant state leading departments, and is being popularized in the 
Guangzhou Railway Bureau, beginning in 1987. Facts show that once the great 
latent capacity of China's railways is released, as has been the case with 

the Guangzhou-Shenzhen Railway Corp, the slow-moving development of China's 
railways will pick up speed and move forward in giant strides. 


12802/ 12947 
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TRANSPORTATION 


AIR FREIGHT SERVICE--Beijing, 25 Mar (XINHUA)--Hong Kong residents are now 
able to buy fresh peonies produced in Luoyang, in central China's Henan 
Province, thanks to the development of the air express freight service by the 
China Foreien Trade Transport Corporation. The flowers are shipped from 
Luoyang to bong Kong via Zhengzhou and Ghangzhou in one day. According to 
an aviation office of the state council, China shipped out 46,000 tons of 
export goods by air last year, 60 percent more than in 1985. Through 
construction over the past few years, an air express transport network has 
been formed in China, which links up with major international networks and 

is able to handle freight to 180 countries and regions. The China foreign 
trade transport corporation handles 80 percent of the air transport business. 
Recently, it invested 10 million yuan (U.S. $2.7 million) to build a warehouse 
at Beijing Airport. [Text] [Beijing XINHUA in English 1259 GMT 25 Mar 87 
OW] /9738 





MORE INTERNATIONAL AIR ROUTES--Beijing, 28 Mar (XINHUA)--China will open 
another five international air routes next month, the Civil Aviation 
Administration of China (CAAC) reported today. The five new air routes are 
Beijing to Fukuoka, Beijing to Tokyo via Dalian, Shanghai to Fukuoka, Beijing 
to Sydney via Guangzhou and Melbourne, and Beijing to Istanbul via Urumqi 
and Sharjah. MD-80 and Boeing 707, 747, 767 airliners will be used for the 
weekly service, CAAC said. By then, CAAC will have 32 international air 
routes, linking China to 29 cities in 23 countries, as well as another eight 
routes from cities on China's mainland to Hong Kong. CAAC disclosed that 
two more international air routes--Beijing/Shanghai/Vancouver/Toronto and 
Beijing/Moscow/Berlin--are also expected to open this year. [Text] 

[Beijing XINHUA in English 0702 GMT 28 Mar 87 OW] /9738 


TWO NEW AIR ROUTES--Beijing, 26 Mar (XINHUA)--China will open two new inter- 
national routes--Beijing/Warsaw and Beijing/Moscow/Berlin--later this month 
and late April respectively, the Civil Aviation Administration of China 
reported today. [Text] [Beijing XINHU. in English 1207 GMT 26 Mar 87 OW] 
/9738 
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TRANSPORTATION CONSTRUCTION INCREASED--Beijing, 28 Mar (XINHUA)--China plans 
to construct and rebuild 31,000 km of highways, and complete work on 20 large 
bridges, an official announced here today at a national transportation con- 
ference. He said that 10 deep-water berths and 18 medium-sized berths are 
expected to be completed this year. In its seventh five-year plan period 
(1986-90), China will build and improve 140,000 km of roads and build 200 
berths, including 120 deep-water berths. Altogether 35,000 km of highways, 
21 deep-water and medium-sized berths were finished in China last year, the 
= said. [Text] [Beijing XINHUA in English 1625 GMT 28 Mar 87 OW] 
9738 


NATIONAL COMMUNICATIONS CONFERENCE--Beijing, 27 Mar (XINHUA)—-China ' -ilt 
20,000 kilometers of highway, 3,000 bridges and 21 deep-water berths last 
year, Qian Yongchang, minister of China's Ministry of Communications, announced 
at a national communication conference, which opened here today. He said 
China's transportation system set a record pace in construction of facilities 
last year. China invested much more money into many more communication and 
transportation programs last year as compared with other years. According to 
Qian, the newly-built berths last year increased China's port handling 
capacity by 27 million tons. China's ports handled 380 million tons of carge 
last year, an increase of 12.7 percent over 1985. Last year, ships from 
foreign ports saw the length of their call in China shortened by 3.8 days 

than in the previous year. The Yangtze shipping joint cooperation and trans- 
portation corporation have expanded operations to 20 provinces, municipalities 
and autonomous regions, Qian said. [Text] [Beijing XINHUA in English 1543 
GMT 27 Mar 87 OW] /9738 


cso: 4020/150 
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MINERAL RESOURCES 


HENAN CONFERENCE URGES DOUBLING GOLD PRODUCTION 
HKO30605 Zhengzhou Henan Provincial Service in Mandarin 2300 GMT 1 Mar $7 


[Report by (Ge Juntao), reporter of the Henan Radio and Television News 
Center] 


[Text] During his speech at a provincial work conference on gold, which opened 
on 28 February, vice provincial governor Qin Kecai called for seizing the 
time, giving full play to this province's superiority, and striving to achieve 
a 100 percent increase in this province's gold output during the Seventh 5- 
Year Plan. 


Qin Kecai said: During the Sixth 5-Year Plan, this province's output of 
minerals and gold increased at an annual average rate of 32.1 percent. Last 
Year this province overfulfilled the state gold production plan by 21.6 per- 
cent, with the second largest gold output in China. This province has a 
number of known gold deposits and has also laid proper material and technical 
foundations for promoting gold production. The State Council's recent 
decision on quickening the pace of the development of gold production has 
replenished and perfected many preferential policies on supporting and en- 
couraging the development of gold production, thus creating favorable condi- 
tions for developing gold production in our province. 


Qin Kecai said: While stressing the necessity of reducing the inflated de- 
mand and the scale of capital construction, gold production is regarded as a 
focal point and is allowed to develop continuously. This fully shows that 

the state attaches importance to developing gold production. The State Coun- 
cil has decided that this province should implement the gold production re- 
sponsibility system of contracting for the input and output during the Seventh 
5-Year Plan. The provincial government has demanded: Geological departments 
must not only ensure meeting the requirements of gold production during the 
Seventh 5-Year Plan but must also prepare resources ahead of schedule for a 
still greater development of gold production during the Eighth 5-Year Plan. 
The provincial Bureau of Geology and Mineral Resources must organize work 

and make arrangements in a unified way and set contracted tasks. The 
provincial government also demanded that enterprises do well in managing and 
using funds for exploiting gold, successfully promote the work of tackling 
key scientific and technical problems and the training of qualified personnel, 
and continue rectifying order in mining areas. The goods, materials, electric 
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power, and transport services that are needed for this province's gold pro- 
duction must be brought into the provincial plan and be given prefereatial 
treatment. 


Qin Kecai said: The provincial government has decided to establish the sys- 
tem of a provincial joint coordination conference on golc production, which 
will solve in a unified and cvordinated way all gold production problems 
involving geology, production construction, and management. 


/6662 
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XINJIANG HOLDS MEETING ON GOLD PRODUCTION 
HK240445 Urumqi Xinjiang Regional Service in Mandarin 1300 GMT 23 Mar 87 


[Excerpts] A regional conference on gold production, whicl. concluded on 

23 March, stressed that it is necessary to implement in an all-round way the 
policy of relaxing control, invigorating, and properly administering gold 
production; to adopt the method of combining state mining with people mining; 
and to let large, medium-sized, and small mines develop gold mining simul- 
taneously, so as to speed up gold production in the region. 


The conference held that the region abounds in gold resources and must vigor- 
ously develop gold production. On te cone hand, the region mst firmly grasp 
the «onstruction of new state-run mines and technological renovation in old 
mines so as to increasz their ability to turn out gold. On the other hand, 
it must encourage pecple to develop gold production in the rural areas, sup- 
port localities in running gold mines, and encourage all trades to run 
jointly gold mines at different levels and in various ways so as to develop 
collective production. 


The conference also pointed out that the method of people mining gold, laying 
stress on collecting gold, selecting gold concentratedly, and the state set - 
ting purchase prices shovld be adopted to strengthen management of gold pro- 
duction. 


The conference commended 21 advanced units from production, public security, 
and banking departments in prefectures and cities that have made contribu- 
tions to the region's gold production in 1986. 


Regional party and government leaders Zhang Sixue, Huang Baozhang Bai Cheng- 
jing, and Tuohudi Shabier attended the conference. 


/6662 
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MIMERAL RESOURCES 


LARGEST NICKEL INDUSTRIAL BASE BUILT IN GANSU 
HK171545 Hong Kong ZHONGGUO XINWEN SHE in Chinese 0545 GMT 12 Mar 87 


[Report: "“Jinchang City in Gansu Built Into China's Largest Nickel Industria’. 
Base" ] 


[Text] Lanzhou, 12 March (ZHONGGUO XiNWEN SHE)--A ZHONGGUO XINWEN SHE reporter 
learned from relevant departments that results of prospecting work show that 

the amount of nickel rezerves in Gansu's Jinchang, China's capital of nickel, 
ranks side by side with those of other countries rich in nickel. 


A large modern nonferrous metals joint complex for mining, ore dressing, and 
smelting has now been set up in Jinchang City and several technical processes 
for nickel processing of this complex have reached or are about to reach 
advanced international levels. The second phase of the project for develop- 
ment and construction will start during the Seventh 5-Year Plan, and after 
completion of the second phase, the production capacity of the complex will 
increase by 100 percent. 


Jinchang is located by the side of the forn’r Silk Road in the eastern part 
of Hexi Corridor in Gansu. With the approval of the State Council, Jinchang 
became a city directly under the province in 1981. 


Jinchang, a city with an area of 7,400 square km, is not only China's largest 
nickel indvstrial base but also one of China's bases for comprehensive utili- 
zation of mineral resources. It is rich in metal reserves such as nickel, 
copper, cobalt, silver, gold, osmium, rhodium, platinum, and iridium. Its 
mineral reserves are large high-grade intergrowth metal reserves. Special- 
ists forecast that the construction and development of Jinchang will have a 
bearing on the revitalization of China's nickel industry and other precious 
metal industries. 


/6662 
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BRIEFS 


SHANXI BAUXITE RESERVE DISCOVERY-- {Report by reporter Jing Xiaolin (2529 

4562 2651): "Biggest Bauxite Bzserve in China Discovered in Shanxi"]——-Beijing, 
26 February (ZHONGGUO XINWEN SHE)--The reporter learned from the Ministry of 
Geology and Mineral Resources that a big bauxite reserve has been discovered 
in Shanxi Province. The total volume «-* the reserve is verified to be 500 
million tons, accounting for more than 40 percent of the volume of China's 
verified bauxite reserves and the reserve ranks first in the country. Accord- 
ing to appraisals made by geologists and mineral specialists, this verified 
bauxite reserve in Shanxi Province is of a high grade and of good quality. 

It is large in size and mst of it is rich ore. It is near the surface of 
the ground. It provides exceptionally favorable conditions for developing 
the aluminum industry. There is a shortage of aluminum in China and noarly 
one third of aluminum has to be imported each year. Departments concerned 
hav. decided to use foreign capital to import advanced technology and equipment 
for accelerating the development of the aluninum industry in the coming years. 
At present, the construction of the first phase of the Shanxi Aluminum Plant, 
a key state project, has been completed cnd the whole plant will be completed 
and put into operation during the Seventh 5-Year Plan. [Text] [Hong Kong 
ZHONGGUO XINWEN SHE in Chinese 0417 GMT 26 Feb 87 HK) /6602 


HELLONGIIANG GOLD PRODUCTION--Harbin, 1 Mar (XINMUA)--Geli output in 

northeast China's Heilongjiang Province increased by 22.7 percent last 

year over 1985. Heilongjiang is China's second largest gold producer. 

lt raised a fund of more than 24 million yuan last year to boost gold 

output and provided incentives to counties and individuals in developing 

gold production. As a result, production by local enterprises and 

individuals went up by 83 percent. Seven counties in the province 

reported an annual gold output of more than 10,000 ounces. The province has 

2 plan to double gold production in the five-year period between 1986 and 1990. 
(Text) [Beijing XINHJA in English 1601 GMT 1 Mar 87 OW) /12624 


CSO: 4020/148 
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MACROECONOMIC CONTROL OF SOVIET ECONOMY EVALUATED 
Beijing SHIJIE JINGJI (WORLD ECONOMY] in Chinese No 11, 1986 10 Nov 86 pp 1-8 


[Article by Zhang Kanggin [1727 1660 3830], Department of International 
Economics, Beijing University: "Evaluating Macroeconomic Control of the Soviet 
Economy" } 


[Text] The Soviet Union has consistently attached importance to the overall 
balance of their national economy. To put it colloquialiy, they attach 
importance to macroeconomic control. After more than 60 years of practical 
experience they have a complete methodology for exercising macroeconomic 
control over their national economy, and some of these methods may merit our 
attention. However, there are also many problems in Soviet macroeconomic 
control; these are manifested primarily in proportional imbalances, acute 
shortages, low economic efficiency, and a declining rate of growth. What the 
actual causes of these problems are requires study. And we can draw lessons 
from some of these problems. 


I. Soviet Methods of Exercising Macroeconomic Control 


The methods used by the Soviet Union to exercise macroeconomic control over 
their national economy are primarily mandatory-style planning and management, 
supplemented by a series of administrative orders, rules, and regulations, and 
legal regulations; organizationally, they have correspondingly established a 
complete, top-to-bottom management structure, based on the principal of 
sectoral management, to oversee their implementation. Although these 
management methods have been repeatedly modified since the 1950's to increase 
their range of economic regulation, there have been no fundamental changes. 
Twp salient features to emerge from the Soviet Union's experience in planning 
are: First, a complete planning system has been created. This includes four 
cambinations: cambining long-term, medium-term, and short-term plans, with the 
emphasis on 5-year plans, this forming the basis for organizing production 
operations and activities; combining plans for production increases, 
scientific progress, and social development, with the emphasis on the guiding 
effects of scientific progress; combining sectoral and regional authority, 
stressing the dominance of sectoral plans, while at the same time paying 
attention to the importance of regional plans; combining long-term general 
plans with specific plans, emphasizing the importance of specific plans. This 
planning system undoubtedly has a definite effect on the exercise of long- 
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term, continuous macroeconomic control over the economy. Second, in day-to-day 
planning work, economic balance sheets are widely used to reflect the overall 
process of economic activity in order to facilitate macroeconomic control. 


The Soviets began in the 1920's to prepare balance sheets for their economy; 
after several decades of supplementing and perfecting them, they now have a 
relatively complete system of economic balance sheets. This system consists of 
three parts: The first part includes two main forms, which reflect the social 
reproduction process in the form of goods in kind and in the form of prices, 
along with a series of supplemental forms that are filled out in order to 
prepare these two main forms. The second part is the balance sheet of wages. 
which is used to explain wages and their sectoral and regional distribution 
and use in social reproduction. This includes a main form and a series of 
supplemental forms. The third part is the balance sheet of fixed funds, used 
to reflect the physical conditions and application of social reproduction. 
Here, too, there are main and supplemental forms. 


By filling out the aforementioned balance sheets, it is possible to plan and 
add up the various relationships of balance in the economy. Among the myriad 
of balance relationships, the Soviets focus their attention, according to the 
main problems current in the economy, on the following four balances: (1) the 
balance in investment and construction forces, equipment, materials, and 
financial resources; (2) the regional and sectoral balance in fuel and power; 
(3) the balance between wages and demand; (4) the balance between buying 
power and consumer goods. Of the above four balance relationships, the first 
and the fourth are the most important in their influence on the overall 
balance of the national economy. This is because maintaining the overall 
balance of the economy is actually maintaining a balance between total supply 
and total demand, and this centers on achieving a balance between the amount 
of production in national income and the amount used for accumulation and 
consumption. Most of the accumulation is created through investment, and 
consumption is realized through buying power. Therefore, focusing on the first 
and fourth balances basically achieves the.goal of an overall balance for the 
national economy. In order to maintain these two balance relationships, the 
Soviets use economic levers in addition to preparing balance sheets and 
issuing mandatory-style plan targets. Although these levers are not used as 
flexibly and effectively as in some East European countries, some experience 
worthy of attention has been accumulated in this area. 


The measures adopted by the Soviets to control excessive expansion of 
consumption funds are as follows: 


First, they use wage quotas to control excessive growth in staff-and-worker 
wages. Wages account for the greatest share of consumption funds, and 
controlling growth in wages is viewed with the utmost seriousness by the 
Soviet authorities. Theoretically, the Soviets have always emphasized that 
growth in wages cannot exceed growth in productivity. This is because growth 
in productivity over and above growth in wages must be used to develop the 
nonproductive sector, to expand reproduction, to increase the wages of staff 
and workers in sectors in which it is difficult to raise productivity (such as 
the old extractive sector), to increase pensions, etc. In short, it is not 
possible to separate out all growth in production; accumulation must be 
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increased and the growth of the nonproductive sector must be assured. In 
reality, however, because consumption was cveremphasized for a time, average 
wages grew faster than productivity. In 1981, the 26th CPSU Congress 
reaffirmed that growth in wages must not exceed growth in productivity. To 
assure that this point was met, Soviet plans stipulated a growth rate of 1 
percent for productivity and a growth rate of 0.44 percent for wage funds. 
However, implementation more often than not resulted in the quotas set by the 
plans being exceeded. The main reason for this was that wage funds were 
determined according to the mmber of staff and workers, whereas the rates of 
increase for average wages are always set by the party congress and hence only 
rarely linked to product growth. This approach instead encouraged 

to work harder and exceed the quotas set. Beginning in January 1984 the old 
approach was changed in five industrial sectors, with a new system for 
constituting wage funds being implemented; wage funds were divided into two 
parts: the original basic wage funds, and the wage fund rate of increase. If 
productivity for the period in question is not lower than or exceeds the 
average level for the previous 5 years, the wage fund base may be maintained; 
if not, it must be correspondingly lowered. The rate of increase of wage funds 
is calculated according to the wage increase quota for every 1 percent of 
increase in output. If the mumber of staff and workers is reduced, total wages 
do not change; the surplus may be used by the enterprise to raise the wages of 
the remaining staff and workers. (Footnote 1) ([{USSR] "Economic Report," 
1985 No 36) Goals set in this way encourage enterprises to adopt new 
technologies, reduce labor, and improve productivity, while at the same time 
making it possible to ensure that growth in wages does not exceed growth in 
productivity. 


Second, they set ceilings to coritrol bonuses for staff and workers. Annual 
bonuses for Soviet staff and workers may not exceed 3 months of their basic 
wage; that is, bonuses each month correspond roughly to one-fourth their basic 
wage. Some enterprises, however, in order to reward outstanding worker 
achievement, raise bonus amounts to between 50 and 70 percent of wages. 


Third, they raise the rates of payment into social insurance funds to ease 
financial pressure. A large part of Soviet social consumption funds is paid 
directly to individual citizens. Since 1965, it has been theoretically 
stressed that the Soviet Union has already achieved advanced socialism and 
must pass into communism, and this is reflected in distribution by the 
emphasis on distribution according to need; therefore, these funds grow very 
quickly. By 1984 the various types of special services and payments received 
by staff and workers from social funds had increased 130 percent over 1965, 
corresponding to 40 percent of their income from wages. About one-third of 
financial expenditures go to social consumption funds. Virtually all social 
consumption funds are provided by the national budget, but some also come 
from payments by enterprises according to a percentage of wages. To ease the 
financial burden, in 1981 the Soviets began collecting increased social 
insurance funds from enterprises. Their method was to raise the percentage of 
wage withholding by the enterprises, from the previous 9 percent to 14 
percent. The USSR's national social insurance fund goes primarily for old-age 
pensions. The Soviets centrally control and issue staff-and-worker old-age 
pensions for the entire society, making it possible to achieve internal 
regulation and avoid lopsided pension burdens for older and newer enterprises. 
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y the price lever to control consumption funds. For example, 
when the prices of basic, everyday goods remain stzble, they raise prices for 
es; there have been almost annual price hikes for high-grade 
consumer goods and imports since 1977. Comparing 1983 to 1975, overall state 
prices increased 8.3 percent. The Soviets control peasant 
consumption by raising the purchase base and the prices of the means of 
production. On the one hand, they encourage peasant enthusiasm for production, 
raising by a wide margin the purchase prices of those farm products whose 
ces are too low; on the other, they raise the prices of the means of 
agricultural production as the prices of farm products are raised, so that the 
income is faster than that for staff and workers, 
gap between worker and peasant 
incomes. Revising the base for the excess over the purchase price is also a 
the 


growth of peasant income. 
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union reached 202.1 billion rubles, corresponding to 64 percent of the 316.1 
billion rubles in retail sales and equal to 7.7 months of retail sales. This 
shows that some personal buying power could not be realized. However, the 


extend repayment over 20 years, bond issues have been limited since 1957; in 
the years up to 1981, only 300 to 400 million rubles in lottery bonds were 
issued. Since 1932 sales have been expanded, and they have now reached a 
billion rubles. Taxing personal income is another means of controlling 
personal consumption. Personal income tax began to be collected during World 
War II; it was originally i.itended to do away with this after the war, but 
difficulties in balancing income and expenditure caused it to be retained. Now 
from 26 to 27 billion rubles in various types cf personal income taxes is 
collected each year, accouriting for about 8 percent of the country's financial 
income. This is a sizable sum of money and will not be eliminated in the near 
future. At the 27th CPSU Congres, Gorbachev again proposed that a progressive 
inheritance tax be imposed. This makes it possible to limit both nonlabor 


personal income and personal consumption. 


Sixth, they balance supply and demand for imported consumer goods. The method 
used by the Soviets to balance supply and demand for consumer goods consists 
of restricting demand and increasing supply. They rely primarily on importing 
large quantities of consumer goods, with the exception of the 11th 5-Year 
Plan, when a suitable adjustment was made in the growth rates of categories A 
and B of industrial production, putting the category B growth rate slightly 
ahead of that of category A. Since the 1960's, imports of raw materials for 
consumer goods and finished products have acco\nted for around 40 percent of 


all imports. 
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The means adopted to control excessive growth in accumulation funds is 
primarily controlling the scale of investment. In the late 1970's and early 
1980's, the Soviets have had a rather severe problem with uncontrolled 
investment. In 1979, for example, the country had between 250,000 and 260,000 
projects under construction at the same time, creating a situation of extreme 
pressure on labor, capital, and materials. Unfinished projects corresponded to 
91 percent of investments that year; in 1965 the figure was 69 percent. With 
investment out of control, the Soviets attempted to bring it under control by 


adopting the following approaches. 


First, by using the credit lever. Soviet authorities believe that one of the 
most important aspects of controlling investment is controlling the sources of 
investment capital; they are going from the past situation of all capital 
being allocated by the financial departments without repayment, to some 
repayable loans in order to increase the economic responsibility of investors. 
They stipulate that all projects involving new construction, expansion, or 
reconstruction whose recovery time is 5 years or less are to be paid for by 
the enterprise's own funds or by a bank loan; investments with a recovery time 
of more than 5 years are to be handled by budget allocations. At the same 
time, they stipulate that budget allocations and the enterprise's own funds 
are to be turned over to a construction bank, which in turn will lend them out 
to the contractor to carry out construction. The contractor mst therefore pay 
interest, changing the past situation in which there was no repayment. The 
banks then use interest-rate policy as an incentive for the contractor to 
finish construction as soon as possible. It is stipulated that annual interest 
for on-time repayment is 0.5 percent; for overdue loans, the interest per 
annum is raised to 1.5 percent. For repayment ahead of schedule, interest may 
be reduced 25 to 50 percent. 


Second, by implementing a system of settlement of accounts upon completion of 
construction. In the past, accounts were settled in stages between the 
contractor and the contract-letting party. Beginning in 1981, this was changed 
to settling all accounts after completion of construction and testing and 
acceptance, thereby encouraging the contractor to finish as soon as possible. 


Third, by improving investment planning and strictly controlling new 
construction projects. A resolution passed in July 1979 stipulates that new 
construction is to be allowed only when production capacity is unable to 
satisfy demand for production even after technical reorganization. This is a 
change from the past situation in which only annual investment scale was 
controlled and overall, long-term investment was relatively ignored. It 
stipulates that beginning with the 11th 5-Year Plan overall investment scale 
is determined entirely by the 5-year plan, and no additional new projects may 
be added at will in the interin. 


Fourth, by examining and approving construction project statements to control 
the scale of capital construction. All construction units must prepare project 
statements which can be included in capital construction plans and have the 
corresponding capital and labor allocated only after being approved by the 
proper agency. The project statement is examined and approved hierarchically. 
Key projects are examined and approved by the Council of Ministers; 
jurisdiction over the examination and approval of nonkey projects is 
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determined by a cutoff point of 3 million rubles; those above that cutoff 
point are approved by the various ministries of the USSR and the council of 
ministers of each union republic, with the consent of the State Planning 
Commission and the appropriate construction department, while those under the 
cutoff point are approved directly by the various ministries of the USSR and 
the union republics. 


and reduced the capital construction front. At the end of 1984 the proportion 
of uncompleted projects had dropped to 78 percent of total investment. 
Overall, however, control of the scale of investmert also relies primarily om 
administrative measures inasmuch as the proportion of unrepaid allocations in 
investment is still high, and the effects of economic measures are limited. 
Hence, to date the problem of excessive investment ard low efficiency has not 
been fundamentally resolved. At the 27th CPSU Congress, Gorbachev issued a 
loud appeal: "If we do not fundamentally improve capital construction, we 
shall be unable to achieve technical reorganization," and "the investment 
cycle should be shortened by at least one-half." 


II. Evaluation of Soviet Macroeconomic Control 


It should be acknowledged that the Soviets have achieved definite successes in 
basically adopting direct mandatory-style planning and control for the 
macroeconomy. This was even more apparent in the early days. Since the 1950's, 
the rate of economic growth has declined, though it has declined steadily 
rather than in great surges and declines. The rate of accumulation has 
consistently een held within the range of 25 to 30 percent, and there have 
been no acute fluctuations here, either. Living standards have gradually 
improved as well. However, it cannot be concluded from this that Soviet 
macroeconomic control has worked well and that the economy is running 
smoothly. This is because, normally, as experience in planning grows and 
calculating and information-transmission methods become ever more 
sophisticated, macroeconomic control results ought to get better and better. 
But the reality of the situation is quite different; socioeconomic efficiency 
has fallen lower and lower and waste has gotten worse and worse. Even 
Gorbachev freely admits that the Soviet economy is to a certain extent an 
economy of waste. The lack of macroeconomic control is becoming ever more 
serious. This is most noticeably manifested in imbalances between consumer 
goods and buying power and between supply of the means of production and 
investment, simultaneous shortages and overstocking, severe hidden inflation, 
and a declining rate of economic growth. Westerners say that the eos 
economy has now entered a "stagflation stage" with stagnation, inflation, and 
shortages tangled up together. (Footnote 2) ({FRG) I. Eglin: 
"Characteristics of Stagflation in te Soviet Economy," EASTERN EUROPE 
Magazine, 1984 No 12) At the 27th CPSU Congress, 


Gorbachev also acknowledged that the Soviet economy was stagnating. Some 
Soviet economists put it even more frankly, saying that if the USSR does not 
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ee eee ele Se coeeeien by Rem ent booms Bp 3 in the world. 

Gorbachev's intention in repeatedly emphasizing since he took 
pe that it is necessary to implement a strategy of accelerated 
sociceconomic development. 


Now it is necessary to proceed a step further and ask, Why do imbalances occur 
even in a country with such strict controls? We know that maintaining 
macroeconomic balance is a correct policy, and a correct policy should be 
founded on a correct estimate of current social productive forces and a 
correct understanding of objective economic laws. Once there is a correct 
policy, there must also be a complete, flexible, effective economic management 
system to ensure that this correct policy is implemented. A correct policy and 
an effective mechanism for implementing that policy are two conditions for 
manintaining macroeconomic balance. Thus, the cause of the problems arising in 
the Soviet macroeconomy must be sought in these two aspects. 


A. One major cause of lack of macrobalance is that Soviet macroeconomic 
policy is lopsided and excessively drastic. 


Although proportional growth has always been stressed in Soviet planning, 
Soviet authorities start from political demands, and often, when this 
principle has taken a firm hold in their minds, they lopsidedly develop heavy 
industry while slighting light industry. Before the war, when ay were 
carrying out industrialization, strengthening national defense, and fighting 


necessary. 
After the war, they should have made a major readjustment in the proportions 
of light and heavy industry, changing the complexion of the light-heavy 
industrial imbalance and satisfying the people's pressing demands for improved 
living standards. But the Soviet leadership did not do this, and the light- 
heavy industrial imbalance still has not been turned around. 


The proportion of heavy industry is too great and that of light industry too 
small in the production and investment structure. This has basically made it 


difficult to maintain a balance between buying power and consumer goods. This 
is because the vast majority of the products produced by staff and workers are 
means of production, whereas staff and workers want to use their wage and 
bonus income to purchase consumer goods. Since few consumer goods are 


According to our calculations for 1965 to 1973, only about 80 percent of the 
buying power of Soviet citizens could be used to buy consumer goods. Since the 
late 1970's, this situation has become even worse because of farm earnings. 
The unrealizable buying power can only be forced into savings. From 1960 to 
late 1984, the balance of the savings of Soviet citizens increased 17.5-fold 
for an annual average rate of 12.9 percent, whereas production of consumer 
gods and retail sales of commodities during the same period increased only 5.7 
percent and 5.6 percent,respectively. (Footnote 3) (Calculated according to 
data on pages 47 and 462 of "The 1984 Statistical Yearbook of the 


anmial rate of increase in personal savings should be kept at the same pace as 
increases in »roduction of consumer goods and retail sales in order to be 
considered normal. 
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be met, enterprises mist operate on overload in 
this is difficult to sustain for long. It should be 


a 
to 
intensive opera - However, its implementation was not pushed, its key 
points never got across, and its actual results were scant. As Gorbachev put 
it, “Beginning in the 1979's, various difficulties arose in economi 


c 
development. The main reasun for this was that we were irresolute in 
readjusting our structural policy, our management forms and methods, and the 
psychology of our operations and activities." 


Gorbachev, the new Soviet leader, gives a rather sober evaluation of the 
present Soviet situation: the 12th 5-Year Plan is rather safe, with an 





investment will increase only 21 to 24 percent . « % investment policy 
emphasizes technical reorganization and reconstruction. The proportion of the 
investment in this area will rise from one-third for the llth 5-Year Plan to 
one-half for the 12th. Wich capital sources being tight, this strategy is 
acceptable. In order to change the backward situation in consumer goods and 
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services, the Soviet leadership has adjusted the growth rates for industries 
in categories A and B. In 1985 a comprehensive outline was passed for 

consumer goods and services; it provides that by 1990 the output of 
nonfood commodities will increase at least 30 percent over 1985, with services 
increasing 30 to 40 percent. By the year 2000, these two items will increase 
by 80 to 90 percent and 100 percent, respectively. If these policies are 
implemented, they will have a definite effect on the imbalances present in the 
Soviet 


macroecona}ny . 


B. The persistent defects of the traditional, highly centralized economic 
management system are a major cause of macroeconomic imbalances. This 
manifests itself primarily in the following four problems: 


1. The main reason for the long-term backwardness of agriculture is that the 
problem of how to mobilize the enthusiasm of agricultural production units and 
laborers has not been solved under the agricultural management system. The 
supply of consumer goods in the Soviet Union is tight, and a very major reason 
for this is backward agriculture. This is because nearly three-fourths of 
consumer goods consist of farm products and agricultural raw materials 

by the agricultural sector. Since Brezhnev's tenure, the backwardness 
of Soviet agriculture cannot be blamed on failure to take agriculture 
seriously. During his tenure, major adjustments were made in agricultural 
policy; investment in agriculture was increased and increased again, until it 
amounted to 27 percent of total investments in the national economy. Purchase 
prices for farm products were also repeatedly adjusted upward. Yet agriculture 
is still not catching up. I believe that their backward agriculture is mainly 
@ue to the problems that persist in the agricultural management system. The 
state interferes too mich in the kolkhoz and sovkhoz farms; its management is 
excessively rigid and violates their operating autonomy, much like the 
problems in state-run enterprises. The labor recruitment and forms of 
distribution current in kolkhoz and sovkhoz farms are not helpful in 
exploiting the production enthusiasm of the labor force, and the "big rice 
pot" system is still a problem. These problems are frequently aired in Soviet 
newspapers and journals. At the 27th CPSU Congress, Gorbachev, also raised 
these issues in regard to the important policies fc.- speeding up the 
development of agricultural production. He presented a view that is cause for 
reflection: Lenin's grain-tax ideology should be creatively applied to 
developing agriculture. There would be two specific measures: implementing 
rigid 5-year purchase plans, with production in excess of the quota freely 
controlled by farm villages and farms and sold at prices set by them; and 
implementing collective and household contract systems. The essence of these 
two measures is that they free up the kolkhoz ard sovkhoz farms, and the labor 
force, giving them greater operating autonomy and economic interests. In 
certain , this also represents a reappraisal of the organizational and 
management forms of the kolkhoz and sovkhoz farm system over the last 30 
years. If these two measures can be carried out to the letter, they will 
represent a basic reform of the agricultural management system and will 


greatly promote the development of agricultural production. 


2. One major reason for the tight supply of consumer goods is the excessive 


rigidity of the management of mandatory-style plans; they lack any capacity to 
react sensitively to the market. The Soviet Union employs a plan management 
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system that features mandatory and centralized distribution; the plans are 
mandatory, and the task of the enterprises is to carry out production 
according to plan, without taking into account social demand. This often 
results in production being divorced from marketing: on the one hand, the 
total output of consumer goods does not meet demand, for policy reasons; on 
the other hand, because the enterprises are unable to respond sensitively to 
consumer demands regarding specific product types, overstocking regularly 
occurs, and this further exacerbates the supply-demand conflict. Since the 
enterprises are merely implementers of the plans, they lack operating 
autonomy, and they have no enthusiasm for adopting new technologies, 
developing new products, or improving product quality. The result is that 
dozens of consumer goods have remained unchanged for decades, and no one 
questions this, so that the problem of overstocking becomes even more severe. 
At the same time, in order to get the enterprises to meet their mandatory 
plans, the state uses the extent to which they meet the plans as a basic 
yardstick for measuring their results and rewarding them. In order to obtain 
rewards, the enterprises often deliberately conceal their production capacity 
to force down their production plans. The data reported up by the enterprises 
are therefore not sufficiently accurate, and the accuracy of the plans and 
balance sheets prepared from them must be discounted. Clearly, Soviet planning 
would seem very scientific in terms of technique and method, but the problems 
in the system mean that the plans are unable to truly reflect the actual 
Situation; add to this the fact that enterprises are not to take market demand 
into account, and it becomes difficult to avoid the problems of supply being 
divorced from demand and of macroeconomic imbalance. 


The 27th CPSU Congress paid particular attention to the problem of increasing 
the operating autonomy of enterprises producing consumer goods. In his 
political report, Gorbachev stated: "In the area of consumer-goods production 
and labor services, it is particularly important to increase the autonomy of 
enterprises and organizations. Their mission is to provide a sharp reflection 
of consumer d ." There are four points in the specific measures for 
turning over autonomy: a) reducing mandatory-style assignments; b) letting 
marketing determine production, stipulating that enterprises producing 
consumer goods should set production plans on the basis of contracts signed 
with commercial organizations; c) adopting a more flexible pricing system, 
such as for seasonal products, new product types, etc., with the producer and 
the trade department jointly setting fairly high contractual prices; if the 
products are not selling well, the higher retail price would no longer be 
used; d) increasing channels of circulation, creating intersectoral, 
integrated production companies and integrated industrial-commercial 
companies, expanding trade via stores owned directly by the companies, so that 
the production departments as well as the commercial departments could 
establish sales outlets. 


3. The backwardness of the service industry is caused primarily by the 
monolithic ownership system. Only two types of public ownership have been 
allowed in the Soviet economy for a long time: state and collective. There are 
also vestiges of household sideline industries owned privately by staff and 
workers and kolkhoz members. During the 1965 reforms, there were basically no 
reforms of the ownership structure. In recent years, Soviet theorists have 
begun to propose that some individual operations be allowed in the service 
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industry as a supplement. This is because the Soviet service industry is 
extremely backward and far from being able to meet demand. The current total. 
volume of the service industry is only around 3 percent of retail sales. The 
backward service industry is also a cause of the imbalance between buying 
power and the supply of consumer goods. In order to meet the need for services 
in their actual economic life, citizens have no recourse but to seek help from 
private services. Soviet newspapers and journals reveal that the number of 


to the income of the state-run service ey + (Footnote 4) ({USSR] 


4. Basically, the system of distributing investment vertically without 
repayment is a major cause of the expansion of investment. Since an 
ee 0 ee Seen Se Se ae S See SS ee, enterprises 


on the one hand underreport their production capacity in order to force down 


the state plans, while on the other striving to get state investment and use 
more of the state's production funds to help them meet the plans. As the 


enterprises should use their own capital and bank loans for capital 
construction. However, the results of actual implementation of this is that 
the proportion of the enterprises' own capital in total investment is still 
low, only around 15 percent, and the proportion of bank loans is even smaller, 
around 5 percent. This means that 80 percent of Soviet investment in capital 
construction is still in the form of nonrepayable allocations distributed 
vertically by the state. The large proportion of nonrepayable allocations is a 
major cause of the excessively long capital construction front. 


The Soviet Union's practical economic experience has shown that when a 
relationship is maintained between commodity production and currency, there 
are conflicts of interest between the state, the collective, and the 
individual; even if plans are set realistically, the conflict between local 
interests and overall interests may mean that the constraints of centralized 
planning are unacceptable, and the planning balance is thereby destroyed. And 
if the plans are the expression of people's subjective wishes, there will be 
an even greater discrepancy between plans and constantly changing reality. 
Under such circumstances, the effects of market mechanisms and the law of 
value must be fully exploited to promote the coordinated development of the 
macroeconomy. Given the current direction of Soviet reforms, even though there 
is as yet no theoretical agreement that a socialist economy is a commodity 
economy, at least in practice attention is being paid to the need to introduce 
certain market-mechanism factors, such as emphasizing that pricing should be 
more flexible, that price levels should be related not just to consumption but 
also to the supply and effectiveness of commodities, and preparing for broader 
use of price limits and contract prices; in the supply system, some 
departments have now decided to adopt wholesale trade in the means of 
production; in agriculture, agricultural enterprises and laborers are being 
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given greater authority in controlling farm products, and the centralized 
setting of retail prices for many types of fresh produce is being eliminated. 


It can be seen that the application of macrocontrol must be diversified under 
the present sociceconomic conditions; exclusive emphasis on mandatory-style 
plans, on the contrary, does not achieve the goal of macrocontrol. However, 
from this it should not be conclided that the entire mandatory-style planning 
system should be done away with and only quideline controls used. I believe a 
few necessary mandatory-style plans are still essential for control. This is 
because of the relatively limited resources and disparities of interest that 
exist in the developmental stage of socialism. At the current stage of this 
development, some of the resources that society is able to control are 
relatively scarce. Focusing the use of these scarce resources in the areas 
where they are most needed is something that the state, acting as an econamic 
regulating center, must achieve through compulsory, mandatory methods. At the 
same time, the current socialist society retains disparities of interest, and 
the great proportions within the national economy do not form themselves 
spontaneously; in addition to using economic methods, certain compulsory 
measures mist be used to realize those proportions. 
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FEBRUARY EXPORTS, IMPORTS HIGHEST EVER 


0WO70509 Taipei CHA in English 0331 GMT 7 Mar 87 


[Text] Taipei, 7 Mar (CNA)--The Republic of China's exports totalled 
$3.85 billion aad imports $2.53 billion in February, both reaching 
record highs, according to custors statistics released Friday. 


Both exports and imports registexed a whopping growth of 68.3 percent 
and 65.8 percent respectively over the same month a year ago. Total 


foreign trade stood at $6.38 billion, about 67 percent more than the 
previous year. 


A customs official said that the high export growth showed that the 
New Taiwan dollar's appreciation has not yet seriously affected exports 
as originally expected. 





The United States was the ROC's biggest buyer, purchasing $3.3 billion 
worth or 46 percent of the ROC's total exports during the January-February 
period, followed by Japan with 11.2 percent of the ROC's exports. 


Japan was the biggest supplier to the ROC with $1.54 billion worth of 
products, accounting for 34.6 percent of the ROC’s total imports during 
the two-month period; the U.S. was second with 21.5 percent. 


Industrial products at 94.7 percent took the lion's share of the ROC's 
exports during the two months, followed by agricultural processed 
products with 4.4 percent and agricultural goods, 0.9 percent. 


Raw materials were the ROC's biggest import items at 64.6 percent, 
followed by capital products at 27.6 percent, and consumers’ goods, 


7.8 percent. 
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EXPORTS TO WESTERN EUROPE DOUBLE--Taipei, 9 Mar (CNA)--The Republic of China's 
exports to Europe increased to U.S. dollars 560 million in February this 
year, growing 116 percent over the same month of last year, according 

to the customs. Last month's exports of the six leading European trading 
partners increased significantly, with Italy topping the list with a 

167.9 percent growth. The remaining five were West Germany, with a growth 
of 120 percent; Britain, with 104.6 percent; Holland, 100 percent; France, 
99.2 percent and Belgium, 84.5 percent. The growth in trade suggests that 
businessmen's efforts to expand European markets are meeting with success. 
Furthermore, the appreciation of European currencies against the U.S. dellar 
also helped the exports greatly, the Board of Foreign Trade said Sunday. 

To maintain access to foreign markets, the board urged businessmen to 
redouble their efforts to diversity export markets so as to ease the impact 
of mounting protectionism from the United States. [Text] [Taipei CNA in 
English 0240 GMT 9 Mar 87 OW) /12624 





FOREIGN EXCHANGE RESERVES--Taipei, 6 Mar (CNA)--Central Bank of China (CBC) 
Governor Chang Chi-cheng noted thit the nation's foreign exchange reserves 
(forex) exceeded U.S. dollars 51 billion by the end of February. Chang 
said, the recent exchange rate of the N.T. against the greenback t.as been 
stable, so the CBC reduced its purchase of U.S. dollars, thereby keeping 
the forex to a modest increase. Since the end of 1986, the forex has 
increased over U.S. dollars 5 billion, at an average pace of U.S. dollars 
> billion per month. [Text] [Taipei CNA in English 0322 GMT 6 Mar 87 OW] 
12624 
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